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ILLUSTRATIONS OF DEGREES OF VALIDITY IN 
ECONOMICS 


EWING P. SHAHAN 
Vanderbilt University 


In this paper I will try to show that well-known economic assertions and 
attitudes exhibit relative degrees of validity which can be satisfactorily dis- 
tinguished on the basis of the adequacy of the methodology and the confirming 
evidence which underlies them. Degrees of validity, and the underlying problem 
of the sources of validity, will be illustrated here through a discussion of Irving 
Fisher’s equation of exchange and quantity theory of money as developed in 
his Purchasing Power of Money, Fisher’s 100% money proposal as developed 
primarily in his 100% Money but also in his Booms and Depressions, and Alvin 
H. Hansen’s Fiscal Policy and Business Cycles. The Purchasing Power of Money 
will be treated here as an example of “pure science,”’ while the other works 
mentioned will be treated as pdlicy proposals. 

These books have been selected for illustrative analysis because of the wide- 
spread public attention they have received, and also because they represent 
disagreement and change in one broad area of economic thought. The fact that 
they are not at the leading edge of current discussion is an advantage for my 
purposes, since it permits a calmer consideration of methodological issues. I — 
will try to show that criteria of methodological adequacy reveal that Fisher’s 
equation of exchange is more valid than his quantity theory of money, and that 
Hansen’s cyclical proposal, his mature economy proposal, and Fisher’s 100% 
money proposal rank as to validity in the order named. I will not attempt here 
to compare the validity of the examples of pure science with the validity of the 
proposals. 

I should emphasize that this is a study in.methodology, and that no general 
evaluation is intended of the quantity theory of money, the equation of ex- 
change, or the proposals as such. I will confine my comments (except for oc- 
casional supporting references) to the four books mentioned above, treating 
them only to the extent which seems to me to be necessary to establish a relative 
degree of validity. This paper is a by-product, which seemed to me to possess 
general interest, of an effort to characterize economic methodology as it is 
actually exhibited in the works of leading economists. 


_ ASSUMPTIONS AND METHODS OF THIS STUDY 


In making this study, I have assumed, in the first place, that scientific validity 
is at best a matter of degree, except in the case of a purely deductive assertion 
455 
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which claims relevance to nothing but the proposition from which it is inferred.! 
I think there are very few who would disagree with this today, but of course it 
has not always been the prevailing view. A second assumption is that the ulti- 
mate test of truth is a methodological one.” On this, also, I think there is wide 
agreement. Further, it is assumed that any example of scientific inquiry exhibits 
two basic methodological procedures which are ordinarily used in close associa- 
tion with each other. I will use the term empirical to refer to the inductive or 
fact-finding approach, and the term logical for the deductive or inferential 
approach.* 

In order to judge the validity of an assertion, it is first necessary to identify 
the type of methodology on which it rests. With respect to assertions which are 
empirical in character, two types will be recognized here. These will be called 
personal generalizations and survey-based assertions. Personal generalizations are 
assertions made on the basis of facts and items of information accumulated in a 
non-systematic manner during the ordinary course of life. While an explicit 
systematic accumulation of information is not present, personal generalizations 
do involve reflection—they are organized and clarified through memory and 
intellectual manipulation. A very large number of assertions in the field of 
economics are based on the method of personal generalization. Indeed, until 
recently, perhaps a majority of economic thought represented empirical assertions 
of this type combined with the logical deductions made from them.‘ Personal 
generalization is not necessarily to be disdained as a method of inquiry. It may 
underlie assertions whose validity is as high as can be attained. Survey-based 
assertions, on the other hand, are the outcome of specific attempts to marshal 
and take account of relevant facts in an explicit fashion. There is direct, sys- 
tematic recourse to the economy for the purpose of collecting, as far as possible, 
the facts and circumstances which bear on a particular problem or situation. 

The degree of validity of each of these two types of empirical assertions may 
be judged in terms of the success with which the method of inquiry has been 
employed in supporting the assertion. In the pages which follow, empirical 
assertions of the two basic types which possess a high degree of validity will be 


1 See Morris R. Cohen and Ernest Nagel, An Introduction to Logic and Scientific Method, 
(New York: Harcourt, Brace and Co., 1934), Book II. 

2 See Frank H. Knight, Freedom and Reform, (New York and London: Harper & Bros., 
1947), p. 218. 

3 John Neville Keynes points out that economics ought to be an ‘‘unprejudiced combi- 
nation” of both approaches. See his Scope and Method of Political Economy (London: 
Macmillan & Co., 1891), p. 164. Keynes names other methodological approaches (pp. 28- 
30), but in a formal sense they all reduce to two. Professor Knight has said that, in terms 
of abstract methodology, the social sciences are not significantly different from the physical 
sciences in representing a combination of the inductive and deductive methods (op. cit., 
p. 243). Felix Kaufmann, in his Methodology of the Social Sciences, (New York: Oxford 
University Press, 1944) deals with these two basic methods and these two alone through- 
out his analysis. 

4 For an excellent classical example of this type of methodology see Adam Smith, The 
Wealth of Nations (New York: Modern Library, 1937), Book I, Chap. VII and Book II, 
Chap. I. 
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called rigorous survey-based assertions or safe personal generalizations. A rigorous 
survey-based assertion is supported by explicitly compiled statistical or other 
factual data, and the nature of the data is such that it does in fact support 
the assertion. The last condition is the difficult one. It is easy to accumulate 
statistical data, but only rarely is the data adequate for the purpose at hand, 
so that it really confirms the proposition in question to the point of near certainty. 
In the case of a safe personal generalization, while the data have not been 
accumulated systematically, it is still adequate to make the validity of the 
assertion nearly certain. Assertions of these two types which possess a lesser 
degree of validity will be identified by the term plausible, and those of the 
lowest degree of validity, but still not entirely unwarranted, by the term tentative. 
All other empirical assertions will be classified as unwarranted empirical as- 
sertions.’ Additional degrees of validity beyond these four could readily be 
provided, but this increases the uncertainty in making the classification, and is 
unnecessary for the purposes at hand. The classification of an assertion on the 
basis of the evidence offered is partially a matter of judgment. I will try to 
demonstrate, however, that such judgment is reasonably objective in character 
—sufliciently so that when a conclusion is drawn as to all the important assertions 
represented in a doctrine, the final judgment as to the relative validity of the 
whole doctrine is an acceptable one. 

Logical adequacy does not appear to be a problem in economics nearly to the 
extent that empirical adequacy is.* Pure logical deduction, in the cases which I 
have examined so far, is generally simple and straightforward in character, and 
can be easily judged to be correct or incorrect, almost always the former. Conse- 
quently, I will deal here only with strict logical inferences—those which appear 
to be established as far as the inference itself is concerned. 

There are, however, instances in which logical support is erroneously given 
for a proposition when actually the issue is an empirical one. The concept 
“Jogical’’ appears to be loosely used in economics as in common speech, and 
examples of this error are not completely absent in economic inquiry. Two 
special forms of this are the deduction of one assertion from another, the latter 
of which has not been established adequately on an empirical basis, and, often 
more subtle and difficult to detect, pt sae one a definition or model which 
does not really correspond with the situation in the actual world which it is 
intended to characterize. In both of these cases the conclusion should be assigned 
the same degree of empirical validity as its premise. 

There are certain limitations in this attempt to determine the relative validity 
of a doctrine by classifying its central assertions according to the mode of 
analysis which I have just outlined. In the first place, in this brief illustration 


5 T use the term “‘unwarranted”’ because the fact that an investigation has not established 
a doctrine as valid does not mean that it is invalid. 

6 The increasing number of investigations which are mathematical in character consti- 
tute an exception to this statement. While logical considerations predominate in much of 
mathematical economics as long as the inquiry is purely formal, empirical validity becomes 
paramount as soon as the conclusions are used for proposals or predictions. 
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I have had to ignore the extensive literature which precedes and lies behind the 
work of Fisher and Hansen. It so happens, however, that their books which 
are considered here can be dealt with, for the most part, in terms of the evidence 
directly presented in them (one exception in the case of Hansen’s cyclical pro- 
posal will be noted). I have accepted some assertions not established in the book 
in question, but they involve situations so obviously confirmed or agreed upon, 
that I don’t think this alters my conclusions. In the second place, the type of 
analysis presented here is useful only to the extent that economics is considered 
to be a science. In terms of the intentions of both Fisher and Hansen, I think 
this perfectly appropriate. In some instances, for example the attitude of J. 8. 
Mill and Henry George toward the “unearned increment,” an attempt to de- 
termine the degree of validity on the basis of rules of scientific procedure would 
perhaps be inappropriate. Doctrines such as these need to be judged to some 
extent as ideals. The question of the methodological basis of ideals and their 
role in economics is a very important one which does not arise in this paper.’ 
There is also the closely related question of the “interest”? which an assertion 
may arouse regardless of the question of its truth or validity. It is clear that 
interest (which often involves an element of hope) is at least as important a 
basis for the adoption of an economic proposal as is validity in a scientific sense. 
This, also, wili not be considered here. Finally, as will become clear, very high 
standards of scientific validity are employed in this paper—neither Fisher nor 
Hansen have attained a consistently high degree of validity in terms of the 
standards which I have used. I recognize, of course, that such standards of 
“scientific” attainment may be beyond economics, at least in its present state. 
It is impossible to establish a relative degree of validity, however, except by 
grading down from the strictest criteria possible. 


7 Whether economics should deal explicitly with ideals is, of course, a controversial 
issue. I think it fair to say that the majority of contemporary economists who have not 
explicitly concerned themselves with methodology feel that economics should consider 
itself a science and that this implies the exclusion of end or value formulation. Among 
those who have written directly about methodology, Lionel Robbins lies at one extreme, 
taking an attitude of strict neutrality towards ends. See his Essay on the Nature and Sig- 
nificance of Economic Science (2d ed.; London: Macmillan & 'Co., 1935), esp. Chap. II. 
J. N. Keynes prefers to think of economics as a positive science, although he discusses it 
as a normative science and as an art (op. cit., Chap. II). Knight feels that as a science 
economics cannot be concerned with ideals or ends (op. cit., pp. 41-43, 218), but he also 
thinks that the work of the economist will always be limited if he confines himself to a 
purely scientific inquiry. See The Ethics of Competition (2d ed.; London: George Allen & 
Unwin, 1936), esp. pp. 85, 87, 91-93, 129-130. (Rutledge Vining has recently discussed 
Professor Knight’s position in this respect in detail. See his article, ‘Methodological 
Issues in Quantitative Economics,’’ American Economic Review, XL (1950), p. 267.) C. E. 
Ayres is among the few contemporaries who feel that economics is necessarily concerned 
with values whether explicitly or implicitly. See The Theory of Economic Progress (Chapel 
Hill: University of North Carolina Press, 1944), esp. Chap. IV. It is my own opinion that 
ideals and ends are very important in economics and should be explicitly considered, but 
this will not be developed here. 
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FISHER’S EQUATION OF EXCHANGE 


The equation of exchange is a highly valid doctrine whose validity rests on 
strict logical inference from a set of definitions. It can be established by safe 
personal generalization, however, that the definitions refer to situations which 
are widespread and important in the actual world. 

The basic proposition which underlies the equation is that in an act of exchange 
the amount of money spent equals the money value of the goods received 
(spending equals receiving). While Professor Fisher has not formally set up the 
defining terms of an act of exchange which make this assertion true, it is present 
as an implicit model from which his reasoning proceeds. Some of the minimum 
elements in such a definition would be: (1) There is only one spender of money 
in the act of exchange or, if more than one, they can all be treated as one group 
necessarily involved in the exchange and having to do only with the exchange. 
(2) There is only one receiver of goods or, if more than one, there is a group 
understandable in the same way as the spenders. (3) The individuals or groups 
designated under (1) and (2) are identical. (4) Money is spent for the goods in 
question and for no other goods, and all the money involved in the exchange is 
expended for this purpose. Given conditions such as these, it is possible to take 
the step of defining the money value of the goods as being equivalent to the 
money spent on them in an act of exchange.® 

The further breakdown of receiving and spending into four components is 
also accomplished by means of definition. Thus, receiving is analyzed as the 
product of p and g on the basis of a definition of price, namely, that price results 
from dividing the amount of money paid by the number of units involved in the 
transaction.’ Similarly, spending is broken down by defining M and V so as to 
make their product equal to it.!° Finally, it is asserted that PT equals MV 
holds on an aggregate basis. If we understand this assertion as a sum of micro- 
scopic elements, and not as a new direct macroscopic approach, it is completely 
valid on the basis of the necessary arithmetic and algebra. Strictly speaking, any 


8 The illustrations given by Professor Fisher, and the fact that he offers no statistical 
confirmation for the equation as initially established, show that he proceeded in this 
logical fashion. 

*See The Purchasing Power of Money (2d ed.; New York: Macmillan Co., 1931), p. 3. 
I have here reduced a general statement of Fisher’s to specific terms involving money. 
It is also necessary to reflect that the meaning of the concept ‘‘unit’’ in this context es- 
tablishes that every act of exchange will always involve some number of units. 

10 In the interest of simplicity, M’ and V’ will be ignored in this portion of the discussion. 
In this case, Fisher initially thinks of spending as involving one unit of time rather than 
one act of exchange. This doesn’t affect the validity of the assertion as here analyzed, 
since the unit of time could be so small as to involve only one act of exchange, and no 
matter how many acts of exchange it covered it would still be valid that spending equals 
receiving. Fisher makes it completely clear that the validity of the equation of exchange 
rests, not on national aggregates, but on the analysis of an individual act of exchange. 
See ibid., pp. 358ff. and 362ff., and also Chap. II, esp. pp. 16, 26, and 28. In his appendix 
he tries to find magnitudes to correspond to the equation as an aggregate, but in this he is 
assuming the validity of the equation rather than testing it. 
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direct national aggregate computation of the equation of exchange could not 
derive its validity from the same source as Fisher’s equation, except on the 
assumption that these national figures were sums (or averages) of the concepts 
of the microscopic equation exactly as defined. Such a correspondence would, of 
course, be extremely difficult to establish. 

Although inference from definition gives the equation of exchange its ultimate 
validity, it can be established by safe personal generalization that acts of ex- 
change as defined, including the definitions involved in the breakdown of the 
two sides of the equation, are important and widespread in our economy. Again, 
this type of evidence is to some extent implicit in Fisher’s analysis," but it is 
the ultimate basis of the empirical validity of the equation.” It should be noted 
that this methodology, while it yields a high degree of validity, is inherently 
qualitative in character. It is clear that acts of exchange as defined are wide- 
spread and important, but it cannot be told how widespread and important— 
that is, what portion of the economy is covered and what portion is not. This 
would have to be determined by a special survey-type investigation. This 
question is very relevant to many economic doctrines—it determines the im- 
portance of a doctrine, which is a different question than validity. We also 
know by personal generalization that in some cases we would have to reorganize 
our usual understanding of the world in order to make it correspond with the 
definitions of the equation of exchange.“ For example, when a government 
subsidy is included in a transaction, when there is installment buying and 
interest payments, or when tips or gratuities are included in exchange, spending 
does not equal receiving in any simple or direct sense, although we can re- 
organize our usual way of analyzing these situations so as to make them do so. 
Finally, while a logical approach may yield a high degree of conceptual clarity, 
this is often attained at the expense of empirical applicability. This is shown, in 
Fisher’s equation, by the many difficulties which an individual would face in 
calculating his own M and V. Spending, on the other hand, from which M and 
V are derived, is a relatively easy empirical concept, and the one whose existence 
is confirmed by safe personal generalization. 

It should be noted that the validity-basis of the equation of exchange does not 
warrant one important use which Fisher made of it. He expressed the attitude 


1 For examples, see ibid., pp. 16, 28. 

12 Assertions based on safe personal generalization are often called self-evident. This 
phrase is misleading and dangerous and in my opinion should not be used at all since it 
gives a quality of incontestable truth to an assertion where no such quality exists. There 
is always some methodological basis for a so-called self-evident assertion. Lionel Robbins 
(op. cit., Chap. IV) describes much the same thing to which I am referring by the phrase 
“safe personal generalization’? when he examines the basis for the validity of certain 
postulates of economic theory. Later, however (p. 117), he says that the truth of deduction 
from elementary facts of experience is ‘‘independent of further inductive test.’’ Here he is 
unjustifiably sweeping over many problems which are not cleared up by his discussion else- 
where. 

13 Arthur W. Marget has conducted a full discussion of the question of the importance 
of the definitions in the equation in relation to the problem of what it covers. See his Theory 
of Prices (New York: Prentice-Hall, 1938), Vol. I, esp. pp. 47, 49-67. 
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that in M, V, and T he had found the “only three sets of causes” of P.4 Else- 
where, he held that these three are ‘the only influences which can directly affect 
the level of prices.’’® It is evident that there are innumerable ways in which the 
relationship, receiving equals spending, could be logically analyzed, and that 
other relationships involving P could be set up than the equation of exchange. 
Any one such analysis would have as strong a claim to setting forth the causes 
of P (or the factors which directly affect P) as any other. The discovery of the 
factors which cause changes in P could be accomplished only on the basis of 
empirical investigation of an entirely different character than that used by 
Fisher in developing his equation of exchange. 


FISHER’S QUANTITY THEORY OF MONEY 


Unlike the equation of exchange, Professor Fisher’s quantity theory of money 
possesses a low degree of validity when judged by the criterion of methodological 
adequacy. Two basic methodological faults in the investigation as a whole 
should first be noted. In the first place, Fisher has not clearly stated what 
hypothesis he is testing. In the main, his formulation of the quantity theory is 
to the effect that prices change normally in direct proportion to changes in 
money (M).!° This attitude is exhibited consistently through Chapter VIII, 
which is a direct consideration of the quantity theory, and the concluding 
sentence in the chapter is a reaffirmation of it. In the first part of his book, 
however, he always qualifies it with the proviso that other factors in the equation 
do not also change” and, in the concluding sections, he appears to think of the 
quantity theory as almost identical with the equation of exchange." In the 
second place, his investigation consists of an examination of each of the five 
so-called “‘causes”—M, V, M’, V’, and T—in order to determine which affect 
the price level. Since the assertion that these are the five causes of P is not 
highly valid, such validity as may attach to the whole investigation is necessarily 
limited.” 

In his investigation of the causes of P, Fisher attempts to show that M is 
causal and P resultant, and that M’, V, V’, and T are relatively passive factors. 
His main investigation is empirical in character, conducted independently of 
the logic of the equation of exchange, as it must be. The most fundamental part 
of it, however, is conducted solely on the basis of personal generalization, which 
does not appear to yield adequate results in this instance. Fisher relies on this 


14 The Purchasing Power of Money, p. 14. 

16 Tbid., pp. 74, 150. 

16 Tbid., pp. 156-157. 

11 Ibid., pp. 19-20, for example. 

18 For example, ibid., pp. 292-296. See also Marget, op. cit. p. 20. 

19 Fisher does investigate numerous “indirect causes’ in Chaps. V and VI. On this 
subject see Marget’s discussion, op. cit., pp. 81-85. This investigation of Fisher’s is rele- 
gated to a minor position, however, and does not govern his conclusions. I think that his 
undue emphasis upon a limited number of ‘‘direct’’ causes partially prevented him from 
giving more serious consideration to the possibility of long-run institutional changes in 
the economy of the type covered by the “indirect causes.” 
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type of evidence to the extent of remarking that it establishes the quantity 
theory on an “a priori’’ basis.?° For example, in showing that M’ holds a constant 
and definite relation to M, and that, consequently, changes in the former will 
not reduce or nullify the effect of the latter on P, Fisher asserts that bank reserves 
are kept in a definite ratio to bank deposits, and that individuals, firms, and 
corporations preserve more or less definite ratios between their money and 
deposit balances.” While the banking law of his day offers some support for 
his assertion, Fisher’s principal argument takes the form of a review of certain 
customs, beliefs, and behavior patterns. This can be no more than tentative 
personal generalization, since there are too many possible exceptions, also known 
by personal generalization, and a survey on the basis of personal generalization 
affords too limited a sample. It is inappropriate to generalize as to the habits 
of tens of millions of individuals and millions of firms on the basis of 
non-systematic personal experience alone. This is not an attempt to affirm the 
widespread existence, in qualitative terms, of a simple situation such as an act 
of exchange, nor is there any deduction from simple and relatively constant 
institutional factors in the economy. Reflection, against a background of personal 
experience, does not yield any element which establishes the long-run stability, 
in precise quantitative terms and without significant exception, of the economic 
behavior patterns which Fisher is here investigating. One cannot, in this manner, 
reason “‘a priori” from personal knowledge of human beings, since so many 
entirely different behavior patterns are perfectly compatible with human nature 
as the stimuli are varied even within the existing institutional framework of 
society. One can only find out, by explicit survey, how people are in fact behaving, 
and even then, of course, one has no assurance that they will continue to behave 
in this fashion through an extended period of time. 

The analysis of the relationships between V and V’ and M makes use of 
further personal generalization of the type just described, and also of logical 
inference from the constant relation between M and M’, which, as we have seen, 
does not possess a high degree of validity.” In the case of T, Fisher tries to show 
it is not affected by the quantity of money, and consequently cannot change so 
as to interfere with the directly proportional relation between M and P.* This 
investigation is characterized by a too limited selection of the possible factors 
which affect T and, again, it relies primarily on personal generalization. 

Finally, in showing that P is the one “absolutely passive’ element in the 
equation of exchange,™ Professor Fisher relies on logical inference from the 


20 See The Purchasing Power of Money, p. 276, for one example. 

21 This discussion is conducted on pp. 49-53, 162-164 of Fishe,’s book. 

22 See ibid., pp. 79-88, 152-153. Marget expresses the opinion that a dependent relation- 
ship between any two variables of the equation of exchange has not been established. See 
op. cit., pp. 24-25, 27. 

28 See The Purchasing Power of Money, pp. 74-79, 155. 

% Tbid., pp. 169-172. Lionel D. Edie feels that the long controversy over which elements 
in the equation of exchange are causal has never settled the question and probably never 


will. See his Money, Bank Credit, and Prices (New York: Harper & Bros., 1928), pp. 198- 
199. 
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concept of a gold standard economy in order to show that P will not change M. 
Since a gold standard existed in his day, this inference possesses some validity. 
He then asserts, however, that M’, V’, V and T will not change if P does, since 
he has already shown that these hold a constant relation to M. The entire 
argument for the quantity theory of money, then, when formulated in strictly 
proportional terms, rests on tentative personal generalization. 

He does consistently qualify the quantity theory with the proviso that it 
does not hold during “transitional periods.’* While the “trade cycle” is analyzed 
in some detail in Chapter IV, where Fisher lays the basis of a theory which he 
developed more fully in the 1930’s, the full implications of his qualification in 
terms of the interpretation of the quantity theory to which it leads are never 
precisely formulated. More basically, however, if we cannot accept the evidence 
for the short-run existence and stability of those institutions, customs, and 
habits discussed above, we are even less justified in accepting the same evidence 
in the long run. 

Certain direct survey-type evidence is presented in Chapters XI and XII 
and in the appendices which accompany them. As has been mentioned, the 
formulation of the quantity theory shifts markedly in this section, and we 
cannot be sure what the hypothesis is.2* Chapter XI, dealing with the earlier 
periods, shows with some validity that over a long historical period M appears 
to have had an important effect on P, with certain short-run exceptions, par- 
ticularly in the nineteenth century. Fisher agrees that the evidence is inadequate 
and this does not, of course, establish an exactly proportionate relationship 
between M and P. The conclusion to Chapter XII, strictly speaking, actually 
denies the quantity theory of money as formulated earlier in the book.” In final 


summary, Fisher simply asserts that M is perhaps the most important factor in 
the equation which controls P.* 


FISHER’S 100% MONEY 


100% Money will be dealt with here as though it were concerned only with 
the problem of booms and depressions. ie et in this light, its logical 
organization consists of (1) determining the causes of booms and depressions, 
(2) outlining the proposal, and (3) showing that the remedy will overcome the 
defect. 

The explanation of booms and depressions is made in terms of “over- 
indebtedness” and “deflation,” or the “debt disease” and the “dollar disease.”™ 
The assertion that a condition of over-indebtedness periodically appears is 
based on a considerable volume of survey-type evidence, which is limited in 


25 See Edie, op. cit., pp. 195-198, and Morris A. Copeland, ‘‘Money, Trade, and Prices— 
A Test of Causal Primacy,’’ Quarterly Journal of Economics, XLIII (1928-29), p. 649. Both 
of these writers feel that Fisher has not adequately dealt with transitional periods. 

26 Cf. The Purchasing Power of Money, pp. 234, 274-275, 276, 277, 280, 292-296, 298. 

27 Tbid., pp. 304-305. 

Ibid., pp. 307ff. 

29 See 100% Money (3rd ed.; New Haven: City Printing Co., 1945), pp. 120-121. 
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scope and which is presented but largely unanalyzed.*® The figures themselves 
(with the conspicuous exception of brokers’ loans) do not show that debt in- 
creases in the 1920’s were necessarily out of line with the expansion in other 
economic magnitudes, a necessary condition of over-indebtedness as defined, and 
Fisher does not refer to other studies in support of his assertion. Consequently, 
as a survey-based assertion, this should probably be classed as tentative. It is 
supported by personal generalization to the effect that over-indebtedness would 
naturally be caused by new opportunities to invest at a big profit compared 
with ordinary profits and interest.*! While this would help strengthen the as- 
sertion that indebtedness expands in boom times, it does not establish the 
relative concept of over-indebtedness, which is defined by Fisher in such a way 
as to make its existence provable only by measuring it in comparison with other 
magnitudes. 

The assertion that from over-indebtedness, followed by alarm and liquidation, 
it is possible to “deduce” that a depression will ensue, has no meaning and 
cannot be taken seriously.» The empirical evidence offered for this contention 
consists of nothing beyond a few historical generalizations, and it is unwar- 
ranted if considered strictly in the light of Fisher’s own methodology. 

With respect to the dollar disease, which is really central in Fisher’s business 
cycle analysis,* the assertion that real debts increase in time of depression is a 
rigorous survey-based assertion, but no substantial evidence is offered in support 
of the contention that this is the central factor in depressions. This also must 
be considered an unwarranted assertion in terms of Fisher’s methodology. Again 
personal generalization type evidence is offered, but it does not seem to me to 
strengthen the assertion, although it would be at least plausible if this factor 
were merely considered as one among many elements in depressions. Finally, it 
should be noted that Fisher has summarily dismissed, without warrant, other 
possible explanations of the business cycle.™ 

In establishing that commercial banks are the institutional causes of the debt 
disease and the dollar disease, Fisher shows through manipulation of a model 
that commercial banks can create and destroy money to the extent of ten times 
their primary deposits (based on 10% reserves). The model does not adequately 
represent commercial banks, which is the crucial issue, and therefore con- 
clusions pertaining to the real behavior of commercial banks cannot be inferred 
from it with a satisfactory degree of validity.** Even if the models did show that 


80 This appears in Booms and Depressions (New York: Adelphi Co., 1932), Chap. VII 
and Appendix ITI. 

31 100% Money, pp. 130ff.; Booms and Depressions, Chap. IV. 

82 100% Money, p. 122. It is impossible to tell whether Fisher really intended it to be. 

33 See ibid., p. 125. Here the dollar disease is said to be ‘‘the chief secret of most, if not 
all, great depressions.” 

34 See ibid., p. 120. 

35 For example, Professor Walter E. Spahr in The Fallacies of Professor Irving Fisher’s 
100% Money Proposal (New York: Farrar and Rinehart, 1938) showed, according to a 
standard technique, that banks could more likely lend about $1.10 rather than $9.00 for 
each dollar of primary deposits received. (See pp. 20ff.) 
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banks are capable of performing the action in question, it would have to be 
established by a special survey that they in fact do so. Certain survey type 
figures are presented in Booms and Depressions,** but these are not used by 
Fisher to show the extent to which banks do cause over-indebtedness.” With 
respect to the contraction of M’, although chief emphasis is still placed on the 
models, Fisher does present figures which show the extent of bank credit con- 
traction during the downswing, and he also develops the explanatory concept 
of a “contest for cash.’’** While the personal generalization which establishes 
the existence of the latter has at least a tentative degree of validity, the further 
assertion that it is this factor which causes the debt disease in unwarranted. 
The figures on bank credit contraction in themselves show nothing apart from 
the ‘‘contest for cash” explanation since the mere fact that M’ contracts doesn’t 
establish that banks are responsible for it.** This is necessary in relation to a 
proposal directed solely toward banks, since, if other factors are causing the 
contraction of M’, these other forces may assert themselves in some way with 
deflationary effects, even if the banks are forced to hold M’ constant. 

With respect to the cure itself, the model analysis intended to show a relatively 
constant M’ under a 100% system is free of the principal defects in the 10% 
model, and the doctrine probably represents logical inference from at least 
plausible personal generalization as to the characteristics of commercial banks.*® 
Fisher has not shown, however, that the increased constancy of M’ would 
mean a less fluctuating price level. It is widely recognized, of course, that the 
concept of velocity is of great importance in this connection,“ and Fisher merely 
continues to maintain the attitude of the Purchasing Power of Money that 
velocity holds a constant relation to money. He mentions velocity control, 
but he makes nothing of this. He also proposes that the Currency Commission 
expand and contract M as necessary, chiefly by buying bonds, but he doesn’t 
show that this would alleviate booms and depressions, except in terms of de- 
duction from the analysis in the Purchasing Power of Money.“ The abstract 


36 See particularly Appendix II and scattered through Chaps. VII and VIII. 

37 Frank D. Graham has remarked that the degree-to which banks create the money 
which they lend is undetermined, but there can be no question about the fact. See his 
article, ‘‘Partial Reserve Money and the 100 Per Cent Proposal,’? American Economic 
Review, XXVI (1936), p. 431. This matter of degree is of central importance in relation to 
the concept of over-indebtedness. 

38 100% Money, pp. 77ff. and also pp. 5-6. 

39 See Spahr, op. cit., p. 26. 

40 M’ might change as before due to the activities of the Currency Commission, but 
Fisher quite legitimately hopes that it will have the skill and integrity to avoid this. 

41 See Albert G. Hart, “The Chicago Plan of Banking Reform,’’ Review of Economic 
Studies, II (1935), esp. p. 107 and James W. Angell, ‘“‘The 100 Per Cent Reserve Plan,” 
Quarterly Journal of Economics, L (1935-1936), esp. pp. 16 and 28. 

42 100% Money, pp. 101-102; Booms and Depressions, p. 140. 

48 Actual spending by the Currency Commission is treated by Fisher as a distant possi- 
bility. This, which figures more prominently in recent discussions, is entirely different 
than the 100% money proposal. The prevailing attitude seems to be that the 100% money 
plan may be useful, but in terms of much more limited objectives than were originally 
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phases of the economy on which Fisher has chosen to base his cure are unduly 
limited in scope as eccmpared to the total forces at work. He has not shown that 
what he has discussed is of controlling importance in relation to all the forces 
which he has omitted. 


HANSEN’S CYCLICAL PROPOSAL 


Professor Hansen’s cyclical proposal will be dealt with here, for purposes of 
illustration, in the narrowed form that bond-financed federal government ex- 
penditures be used to combat low income levels in time of depression.“ Four 
main subsidiary assertions appear to me to be necessary to support this proposal: 
(1) The government can obtain money to spend by selling bonds without with- 
drawing directly from the private expenditure stream, (2) the government can 
dispose of the funds so procured in such a way as to augment the national 
income, (3) the large-scale sale of bonds by the government in time of de- 
pression is feasible, (4) these government operations can be conducted so as 
not indirectly to reduce private spending to such an extent as to off-set the 
increased government spending. 

The first of these assertions can be divided into two parts, the first of which 
is that the government can obtain funds by selling bonds to commercial banks 
without encroaching upon the private expenditure stream. This is a rigorous 
survey-based assertion resting on historical data, and it is also supported by 
deduction from the institutional characteristics and environment of commercial 
banks.*® The second part of the assertion relates to the possibility of borrowing 
savings. Hansen presents data showing the large magnitude of savings, but he 
is interested in this largely in relation to his mature economy proposal, and he 
has not shown that the government could absorb savings in depressed times 
without encroaching upon private investment needs. It is a rigorous survey- 
based assertion that the savings stream is large in prosperous times, and that 
investment in depressed periods does not take place at the boom-time rate. This 
does not establish, of course, that such savings as are made when the national 
income is low are available to the government for purposes of expanding national 
expenditures. Historical studies of consumer behavior, such as are presented in 
Fiscal Policy and Business Cycles, make it appear plausible that government 
expenditures on a large enough scale in depressed periods would create additional 
savings, assuming that such expenditures raised the national income. This does 
not really strengthen the assertion, however, since investment might be stimu- 


ciaimed for it. See James W. Angell, op. cit., pp. 16, 28; Frank D. Graham, op. cit., pp. 
438-440; and Benjamin Higgins, ‘‘Comments on 100% Money,”’ American Economic Review, 
XXXI (1941), pp. 91-96. 

“His book, of course, presents a rounded program of cyclical proposals. The most 
conspicuous omissions here are his tax and boom-time proposals, and his attitudes toward 
monetary controls and price flexibility. 

45 See Fiscal Policy and Business Cycles (New York: W. W. Norton & Co., 1941), pp. 
175-188 and Chap. VI. Although he presents certain data, Hansen does not argue directly 
in support of this proposition, which can be taken as well-established in the literature. 
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lated and, in such a case, savings would still not be available as a surplus to the 
government and, also, it cannot be shown that such savings would be comparable 
in magnitude to the government expenditures.*® 

Hansen does not discuss directly the second assertion mentioned above, that 
the government can spend money in such a way as to raise the national income. 
He takes this for granted and is concerned with the more complicated question 
of how such expenditures can be made most effectively. It appears to be a safe 
personal generalization, however, confirmed by historical survey, that the govern- 
ment can establish contacts which will result in its expenditures increasing the 
income of individuals in the economy (leaving aside for the moment the problem 
raised by the fourth assertion listed above). The concept of the national income 
is such that, if individual incomes are raised, so will the national income be. 

The assertion that the large-scale sale of bonds by the government in time of 
depression is feasible cannot be assigned a degree of validity as such. It is not a 
question of possibility, of “yes” or “no,” but of desirability in relation to a 
given magnitude of debt. The government can, if it wants to, force banks to 
buy bonds in quantities which would be large relative to an actual need it may 
have for selling bonds. The real question is one of the effects of the operation, 
in whatever magnitude is necessary, upon the existing institutional arrange- 
ments of society, and whether such effects are desirable or undesirable in rejation 
to the potential gains.” 

Professor Hansen’s direct discussion of this question is largely concerned 
with the fear of what might be called federal “insolvency” and the fear of 
inflation, both of which fears are concerned with serious disturbances to existing 
institutional arrangements which might arise from the federal fiscal operations 
which he contemplates. With respect to the first of these, he has shown with a 
high degree of validity that the government has more latitude in issuing bonds 
than does an individual firm operating on the ordinary, traditional precepts of 
private finance. The federal government faces the entire economy, and it is the 
only single institution which constitutes a significant portion of the economy in 
itself; it does not have to depend upon pager ese for its receipts; its 
“solvency” is a matter of national concern, directly related to the interests of 
all or most of the individuals in the economy; in considering its capacity to pay 
interest, unlike a private firm, it may take into consideration the effect of its 
own expenditures upon the national income and taxable capacity. These are 
all safe personal generalizations, supported, at some points, by survey data. 


46 The discussion of these matters occurs in many places in Fiscal Policy and Business 
Cycles. See particularly pp. 228-247, 327-332, 342-344, 430-434, and the statistical data in 
Chap. IV and on pp. 384-388. 

47 It is in areas such as these, it seems to me, that questions of value, in the philosophical 
sense, inevitably arise. The ideal is often expressed that economics should take ends as 
given, showing possible ‘‘economic’’ outcomes of a proposal with respect to a particular 
end, or else showing the extent to which a given action would realize various ends. Whether 
such an ideal is desirable or not, I doubt that most economists actually adhere to it. Judg- 
ments as between ends, whether explicit or implicit, almost invariably creep into dis- 
cussions such as the one having to do with the federal debt. 
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They represent an empirical analysis of the institutional circumstances which 
the government faces in its financial operations, as compared with the circum- 
stances which a private firm faces. With respect to principal repayments, Hansen 
has shown with considerable validity, on the basis of historical study and an 
analysis of current savings habits and investment practices, that in some respects 
a large supply of federal bonds is desirable and that it may be economically 
undesirable to retire bonds under certain circumstances. The principle that any 
debt must be repaid is not the cardinal precept of federal debt management; 
the government should consider rather the general economic effects of the debt 
and of a program for repaying it. With respect to the problem of inflation, he 
has shown with perhaps a plausible degree of validity, that, as a general principle, 
federal spending at low levels of employment will not have a serious inflationary 
effect if the government conducts itself wisely, although his analysis is confined 
largely to the immediate effects at low levels of employment, rather than to 
possible long-run effects. 

This type of discussion, however, is very general in character. I think it is 
fair to say that, in his book under consideration, Hansen left a specific, concrete 
discussion of the debt question largely to others.“* In terms of a strict conception 
of validity, Hansen’s analysis merely makes it appear plausible that there are 
margins of safety with respect to federal debt incurrence. Consequently, the 
more minimal the terms in which one frames the proposal, the more workable 
it seems to be. While there is a great deal of data bearing on the question in his 
book, Hansen has not made any computation (except in the most general terms) 
as to the possible magnitude of the debt which might have to be created in 
depressions of varying degrees of seriousness, and he has not analyzed with any 
precision the long-range consequences as this remedy is successively applied in 
depression after depression. In order to make the choices and consequences 
involved in the proposal more clear (in a “scientific” fashion), it would be 
necessary to delineate, on the basis of an analysis of the existing institutional 
arrangements of society, the types of strains which would appear under various 
assumptions as to a rise in the public debt, and the types of controls or insti- 
tutional changes necessary to deal with such strains, or which might result 
from such strains. While such an analysis would be complex, it is not entirely 
out of the question. Hansen has indicated many of the factors which would 
have to be considered in such an analysis, but he has not made the analysis in 
precise, systematic terms. It was the fear of certain institutional changes, and 
not the problem of validity as such, which underlay the controversy over some 
aspects of Hansen’s work, such as the ‘“‘we owe it to ourselves argument” (im- 
properly attributed to Hansen if taken in an extreme form), and the assertion 
that “borrowing is always to be preferred to taxation” because it is more ex- 
pansionist.” Finally, it should be noted that Hansen’s investigation of alternative 


48 For a summary of some of the work which has been done on this subject, see Seymour 
E. Harris, The National Debt and the New Economics (New York: McGraw-Hill Book Com- 
pany, 1947), pp. 173-177. 

° Ibid., p. 179, I have not given the qualifications which appear in the rest of the passage. 
In connection with these particularly controversial matters see Harold G. Moulton, The 
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means of financing government expenditures is not nearly as thorough or well- 
founded as his discussion of the increased debt method.*° The assertion that the 
increased debt method is the best method is no more than a tentative assertion 
in his analysis, if considered in the light of strict rules of scientific investigation. 
The final assertion which needs to be considered is the one that these govern- 
ment operations can be conducted so as not to reduce private spending indirectly 
to such an extent as to off-set the increased government spending. In the first 
place, against the argument that such indirect contractions off-set the federal 
deficit spending programs of the 1930’s, Hansen has shown, with a high degree 
of validity, that it is not necessary to draw on this hypothesis to account for 
the worst of the problems of that period of depression.*! This, of course, does 
not establish a positive validity for the assertion in question. The problem can 
be approached more positively on the basis of the magnitude of the private 
expenditures which might be expected to contract, as compared with total 
private expenditures. Hansen has not undertaken a specific analysis of this 
question, but that the possible contraction is a relatively small proportion of 
total private expenditures is shown with some validity by the figures in Chapter 
IV. Even if one assumes that the entire deficiency in investment and consumption 
in 1936 and 1937 as compared with a normal growth from the 1920’s was due 
to the government spending program alone, it is evident that the porticn ot the 
economy which expenditures would have to override in offsetting this tendency 
is a relatively small proportion of the total. Finally, Hansen asserts, with respect 
to investment expenditures, that these fluctuate in accordance with powerful 
factors which are more fundamental than a psychological reaction to a rising 
public debt, and that they will not be adversely affected to any great extent by 
government fiscal operations. In terms of Hansen’s own analysis, this assertion, : 
representing a very complicated piece of institutional generalization, is hardly 
more than unwarranted, but of course he rests his case on an extensive literature 
dealing with innovation and investment which preceded his own work, and to 
which he frequently refers.™ It is impossible in this paper to consider the validity 
of this whole other literature, and I will patil it arbitrarily as though 
it were not a part of Hansen’s proposal. If one accepts this assertion it of course 
strengthens Hansen’s analysis at this point. No attempt is made in Fiscal 
Policy and Business Cycles to deal with whatever indirect effects government 
deficit-financing may have on consumption expenditures. We are left then with 
the same problem of institutional frictions noted previously. It is clear that 
government depression expenditures could be large enough to override any 


New Philosophy of the Public Debt (Washington: The Brooklings Institution, 1943); David 
McCord Wright, ‘“Moulton’s The New Philosophy of the Public Debt,’? American Economic 
Review, XXXIV (1943), p. 573; and Hansen’s ‘‘Moulton’s The New Philosophy of the Public 
Debt”? in Alvin H. Hansen and Harvey S. Perloff, State and Local Finance in the National 
Economy (New York: W. W. Norton & Co., 1944), p. 285. 

50 See Fiscal Policy and Business Cycles, pp. 175-179. 

51 Jbid., Chap. IV, and pp. 25-27. 

52 Fiscal Policy and Business Cycles of course makes a contribution to this theory, but 
not with respect to the problem whether private expenditures might be discouraged because 
of federal deficit financing. 
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indirect curtailment in private expenditures which they might cause; whether 


this would be worth the price in terms of the institutional adjustments necessary 
is not clear. 


HANSEN’S MATURE ECONOMY PROPOSAL 


A very brief discussion of Professor Hansen’s mature economy proposal will 
suffice to indicate its relative degree of validity as compared with the other 
two. In the first place, the proposal requires establishment of the existence of 
the problem. This has not been mentioned in the case of the other two proposals, 
because the proposition that there are wide fluctuations in the national income 
is obviously a rigorous survey-based assertion. Much excellent statistical data, 
such as that exhibited by Hansen, could be offered in the 1930’s to confirm the 
mature economy thesis, but it was not such as to probe very deeply into the com- 
plicated problems of institutional change involved, and, in addition, the new trend 
had only just appeared. Also, the great depression can be adequately explained 
on the basis of other hypotheses than the mature economy one, as Professor Han- 
sen has partially done in the first part of Chapter I of his book. The assertion that 
the statistical data available in the late 1930’s revealed fundamental and perma- 
nent structural changes in American society of the mature economy type should 
not, it seems to me, be classed as more than a tentative hypothesis. The impli- 
cations of a comparison of extensive and intensive expansion do not seem to me 
to strengthen the argument greatly, since no conclusive evidence can be 
offered which makes possible a long-range prediction as to the future of techno- 
logical development.®® Hansen agrees that the survey type evidence which he 
offers with respect to this problem is unreliable.** I do not mean to imply in 
these remarks that the mature economy thesis was or is now irrelevant; I mean 
merely to say that it was a tentative hypothesis which could only be confirmed 
over a period of time.” 

The proposal, of course, is the same as the cyclical proposal, but it involves 
greater debt magnitudes on a more continuing basis. It cannot be established by 
pointing out general margins of safety, which are more reassuring in the case of 
a short-run consideration of the cyclical proposal. The absence of a more concrete 
analysis of institutional resistances in relation to increases in the debt of various 


53 Evsey D. Domar has suggested that the settlement of the mature economy thesis 
depends on additional empirical verification, which can be forthcoming only over a period 
of time. He points out that most of those who have written on this subject have neither 
given nor referred to adequate empirical evidence. See his article, ‘“The Problem of Capital 
Accumulation,’’ American Economic Review, XXXVIII (1948), esp. p. 788. 

54 See Fiscal Policy and Business Cycles, pp. 364-365 for one of many instances of Pro- 
fessor Hansen’s discussion of this problem. 

55 See George Terborgh, The Bogey of Economic Maturity (Chicago: Machinery and Allied 
Products Institute, 1945), Chap. VI and pp. 194ff., and Howard R. Smith, ‘‘The Status of 
Stagnation Theory” (Part I), Southern Economic Journal, XV (1948), esp. p. 200. 

56 Fiscal Policy and Business Cycies, Chap. XVII. 

57 Benjamin Higgins has recently summarized current attitudes as to the continuing 
importance of this doctrine. See ‘“The Concept of Secular Stagnation,’’ American Economic 
Review, XL (1950), p. 160. 
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magnitudes weakens the mature economy proposal much more than it does the 
cyclical proposal. A continuing long-run increase in the public debt, in a 
situation in which the private sector of the economy is less buoyant than before, 
is much more apt to become unworkable in relation to the attitudes and existing 
institutional arrangements of society than is the case with the cyclical proposal. 


SUMMARY AND CONCLUSIONS 


I have tried to show that Fisher’s equation of exchange has a high degree of 
validity, although the methodology which underlies it is such that care must be 
used in applying it to the actual world. His quantity theory of money is at best 
tentative in the strictly proportional form in which he most frequently puts it. 
Of the proposals, Hansen’s cyclical proposal is evidently the strongest. Since 
Professor Hansen’s proposal is basically an offset rather than a cure, it does 
not depend on any one analysis of the causes of economic fluctuations. Un- 
doubtedly his particular analysis of economic fluctuations was partially re- 
sponsible for his proposing an offset, but this is not relevant to the question of 
the validity of his proposal. Two of the key assertions in this proposal have a 
high degree of validity, namely, that the government can obtain funds in sub- 
stantial quantities in time of depression by selling bonds to commercial banks, 
and that the government can spend this money so as to raise the national 
income. That this can be done in some unspecified limited fashion without 
substantial danger of federal ‘insolvency” or inflation is plausible in terms of 
Hansen’s analysis. Finally, it can be tentatively asserted that the necessity of 
overriding such indirect private contractions in expenditures as the federal 
operation might cause would not add to the magnitude of the deficit financing 
to such an extent as to increase markedly the dangers of the operation. Beyond - 
this, the long-run consequences of the proposal in terms of the institutional 
rearrangements which it would require are not clear. Taken in an indefinite 
short-run sense, however, Hansen’s cyclical proposal does rest upon assertions 
which are valid to some degree, when considered in the light of strict rules of 
scientific investigation. Fisher’s 100% money, proposal, on the other hand, is all 
but unwarranted in terms of the validity givenmit by his own methodology, and 
if regarded as the basic cure for depressions. It rests on a particular analysis of 
the business cycle, which he has not established, and it would only work if this 
analysis is valid. In addition, he has not shown that the 100% money plan 
would eliminate or substantially reduce the price level fluctuations which he 
regards as central.** Hansen’s mature economy proposal possesses an inter- 


58]¢ is difficult to tell from the book under consideration how serious Hansen considers 
the mature economy problem to be, and what the scope of his long-range proposal is. Cf. 
Fiscal Policy and Business Cycles, pp. 117, 173, 194-195, 307, 365, 409. This problem in 
Professor Hansen’s work was clearly brought out in the controversy between Moulton and 
Wright in 1944. See the American Economic Review, XXXIV (1944), pp. 116-121. 

59 There are many who still feel that 100% money would help to alleviate cyclical fluctua- 
tions. Even this milder proposal doesn’t seem to me to be more than tentative in terms of 
Fisher’s own methodology, although it could perhaps be better established by a different 
type of study. Fisher claimed that 100% money would substantially eliminate depressions. 
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mediate degree of validity as compared with the other two. There is statistical 
evidence for the existence of the problem, but it is not conclusive. The price 
which would have to be paid in order to make the program work is not clear— 
the general margins of safety which exist in connection with the cyclical proposal 
are not convincing when considered in relation to a long period of continually 
increasing debt. These conclusions, which I have tried to base solely on formal 
methodological considerations rather than hindsight, have, in general, been 
borne out by the history of the doctrines in question. 

While I have not explicitly attempted in this paper to evaluate the methodo- 
logical practices of economists, some concluding observations are perhaps per- 
missable, recognizing that they are based only on the limited examination of 
economic doctrine which has just been conducted. The difficulties which stand 
in the way of a completely successful use of the scientific method in economics 
have often been noted: the abstractions which must be used are hard to define 
with precision and they are intricately interrelated, the method of laboratory 
experiment is largely inapplicable, economists can hardly avoid becoming in- 
volved in the pressures and problems of the day, and there are many other 
factors which could be mentioned. At the same time, every assertion does have 
some methodological basis, and it is entirely possible that economists have 
given too little explicit attention to what this basis is in particular cases. If the 
character of the evidence which supports an assertion or a whole doctrine were 
always made clear and explicit, it would keep constantly in view the problem of 
the nature and feasibility of the task of verification. In some instances, when an 
ideal or a social value supports an assertion, the process of empirical verification 
is largely inapplicable. In other cases, empirical verification may be possible, 
either easily, or with considerable, perhaps even unsurmountable, difficulty or 
expense. If the character of the investigation or debate necessary to confirm a 
doctrine could be made clear when differences of opinion exist, it would help 
greatly in determining just what the argument is about, and what the chances 
are of settling it. The attainment of such an ideal is very difficult in the realm 
of new investigation, but it seems to me there is room for improvement, assuming 
that the aim of economics is to attain scientific objectivity, rather than to arouse 
interest. 

It would perhaps be helpful if unrelated doctrines and proposals could be 
disentangled in economic analysis, especially when they are laid before the 
public. In the case of Hansen’s work, for example, his theory of explanation of 
the business cycle is, for the most part, not necessary to support his cyclical 
proposal. The proposal had to be given a thorough public discussion; the theory 
of explanation was less pressing and of less immediate importance to public 
action. If the two had been disassociated a more clear-cut discussion of the 
proposal might have taken place. In the case of Professor Fisher’s proposal, on 
the other hand, the theory of explanation is indispensable and cannot be 
separately treated. In this instance discussion, whether professional or public, 
had to deal with both. 

If there are discernible degrees of validity among the proposals and doctrines 
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of economists, some attempt could perhaps be made to reserve the more doubtful 
matters largely for professional discussion. This takes place automatically when 
doubtful matters are so labelled. The simultaneous advancing of the mature 
economy problem and proposals and the cyclical proposal by Keynes, Hansen, 
and others, unquestionably confused the discussion of the cyclical proposal. In 
addition, the stronger proposal was often received with the skepticism aroused 
by the weaker. The action proposed in the 1930’s was substantially the same 
under either proposal, whether the economy was stagnant or merely depressed. 
The injection of the stagnation problem merely confused the argument, since it 
was not a problem which had to be settled by the public at the time. Of course 
the mature economy thesis was of public interest, but I think it would have been 
better to separate it from the cyclical problem, and to describe it as somewhat 
more tenuous. Other sciences, like medicine, partially as a result, I think, of 
adherence to stricter methodological rules, seem to have learned better than 
economics the desirability of debating uncertain issues as far as possible at the 
professional level. 

Finally, however difficult and, in some cases, impossible is the accumulation 
of adequate empirical information in economics, I believe that the discipline 
would be strengthened rather than weakened by clear and explicit recognition 
that empirical evidence is inadequate when this is actually the case. Felix 
Kaufmann, in his excellent work, the Methodology of the Social Sciences, previ- 
ously referred to, has analyzed and stressed the importance of the rules which 
should govern the incorporation of a new assertion into a scientific discipline 
and the abandonment of an old cne.® Such rules, informal and to some extent 
implicit in actual practice, are perhaps not sufficiently rigorous in economics. 
A particular aspect of this is the evident failure to make a greater use of hy- 
potheses.* There must be some level of validity below which a doctrine should 
be plainly labelled hypothetical. If the analysis in this paper is correct, Irving 
Fisher should not have been so persuasive and rhetorical in 100% Money, 
treating the proposal almost as though it were certain knowledge; he should 
rather have taken a tentative and hypothetical_tone. 


60 See especially Chaps. IV and XVII. 
61 See Wesley C. Mitchell’s excellent brief statement on this question, “‘Facts and Values 
in Economics,” the Journal of Philosophy, XLI (1944), p. 212. 
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I. INTRODUCTION 


Present-day dynamic macro-economic models generally make considerable 
use of the concept of induced investment, that is, the idea of investment in the 
current period being a function of changes in aggregate output in past periods.! 
This concept is not new; it is really nothing more than the so-called “acceleration 
principle” phrased in macro-economic language. 

The acceleration principle itself is usually stated in terms of derived demand 
somewhat as follows: changes in the rate of change of demand for consumers’ 
goods tend to bring about greater than proportionate changes in demand for 
producers’ goods. In the economic literature prior to the late nineteen-thirties 
the orientation of discussions on the acceleration principle was largely micro 
rather than macro-economic, although there were exceptions. 

The acceleration principle has a rather long history. The objective of the pres- 
ent paper is to make a brief survey of the economic literature pertaining to the 
acceleration principle for the period 1900-1940, with special emphasis on the 
gradual shift from a micro to a macro-economic orientation. 


Il. EARLY THEORIES INVOLVING THE PRINCIPLE OF ACCELERATION 


John Maurice Clark is often mentioned as the principal originator of the ac- 
celeration principle. Perhaps there is some justification for such a contention, 
especially since Clark seems to have been the first to appreciate fully the im- 
portance of the principle for a general theory of business fluctuations.? But the 
idea of acceleration in the demand for producers’ goods had been presented and 
discussed in considerable detail before the appearance of Clark’s famous article 
in 1917. The earlier writers on the subject were Carver, Aftalion, and Bickerdike. 
The importance of these writers, especially Aftalion, in the development of the 
principle of acceleration should not be overlooked. 

T. N. Carver. In a journal article in 1903 Carver expressed the opinion that a 
satisfactory explanation of industrial depression must be sought in the laws of 
value “‘... which govern investment in this class of [producers’] goods rather 
than in the examination of the conditions of the money market, or conditions 
of organized credit.’ Carver illustrated his point by giving an example of a 

1J. R. Hicks’ model is a notable example. See his A Contribution to the Theory of the 
Trade Cycle (Oxford: The Clarendon Press, 1950). 

2 J. M. Clark, ‘“‘Business Acceleration and the Law of Demand: A Technical Factor in 
Economic Cycles,’’ The Journal of Political Economy, March 1917, pp. 217-235; reprinted 


in Readings in Business Cycle Theory (Philadelphia: The Blakiston Company, 1944), pp. 
235-260. 


*T. N. Carver, ‘“‘A Suggestion For A Theory of Industrial Depressions,’’ The Quarterly 
Journal of Economics, May 1903, p. 497. 
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hypothetical shoe factory. In this example he showed how slight variations in 
the price per pair of shoes would cause very large fluctuations in the value of 
the shoe factory, as measured by capitalized earnings. 

Carver stated the results of his shoe factory example in the form of “a general 
law” to the effect that a slight variation in the value of a product tends to pro- 
duce a violent or magnified fluctuation in the value of the establishment produc- 
ing the product. Using this “law” as a foundation, he then presented a general 
discussion on how magnified fluctuations in the value of producers’ goods may 


provide an explanation of industrial depressions. His argument may be sum-- 


marized as follows: A slight rise in the price of consumers’ goods will increase 
the value of the related producers’ goods to such an extent that investment in 
producers’ goods will be increased. The result is a withdrawal of productive 
energy from the creation of consumers’ goods to the production of producers’ 
goods. This will tend to raise the price of consumers’ goods still higher and there- 
fore to stimulate still further the creation of producers’ goods. There is no check 
to this scheme of things until the new stocks of producers’ goods begin to pour 
out an increased flow of consumers’ goods. When this happens the value of con- 
sumers’ goods will fall, which in turn will cause a still greater fall in the value 
of producers’ goods, and so on. To Carver this type of argument provided a 
“... fundamental reason for the periodicity of industrial depression.’ 

Since Carver’s article is only three pages long, it cannot be regarded as much 
more than the title indicates: a suggestion for a theory of industrial fluctuations. 
But even though the article does not give a comprehensive theory of economic 
fluctuations, the concept of acceleration is clearly present in Carver’s reasoning. 

Albert Afialion. As almost any book on business cycle theory will indicate, 


the name Aftalion is important in the field of theory of economic fluctuations.. 


He became particularly famous for his journal articles published in 1909 in 
which he gave a comprehensive overproduction theory of the business cycle.' 
The basic argument, which made considerable use of the acceleration principle, 
was elaborated and expanded by Aftalion in his Crises périodiques de sur- 
production, published in 1913. $2 

According to Aftalion in a capitalistic society which carries on production by 
the roundabout process involving large amounts of fixed capital, very slight 
variations in consumer demand give rise to pronounced industrial fluctuations; 
and once the oscillations are started the economic system will be caught in an 
endless process of action and reaction which constitutes the periodic cycles.® 

Aftalion compares the economic process to building a fire.’ If because of 
low temperature one desires to build up the fire, it will take some time before 
the desired heat is forthcoming. But as the cold persists and as the thermometer 
continues to register low temperatures, one is likely to put still more fuel on the 
fire. Finally the fuel begins to burn rapidly and the room becomes overheated. 

‘ Ibid., p. 499. 


5 Albert Aftalion, ‘‘La Réalité des surproductions générales,” Revue d’économie politique, 
1909, pp. 81-117, 201-229, 241-259. 

6 Ibid., pp. 202-203. Clearly, Aftalion thinks in terms of the self-generating concept. 

7A. H. Hansen, Business Cycle Theory (New York: Ginn and Co., 1927), pp. 109-110. 
Also see Aftalion, op. cit., pp. 209-210. 
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The present sensation of cold plus the readings from the thermometer lead to a 
miscalculation because of the time lag involved before the additional fuel be- 
comes ignited and begins to produce heat. 

According to Aftalion the economic realm is analogous to the stove example. 
Prices and profits correspond to the thermometer, and the time lag is due to the 
roundbaout process of production. The result is the same: a miscalculation. 
Entrepreneurs are mislead by high prices and profits which are maintained for a 
considerable period of time because of the time lag involved in the production 
of new producers’ goods. Finally the producers’ goods are completed and con- 
sumers’ goods begin to flood the market. The superabundance of goods mani- 
fests itself in a crisis. 

Thus, an increase in demand for consumers’ goods will tend to cause a more 
than proportionate increase in demand for producers’ goods. Aftalion illustrates 
this by means of a hypothetical textile industry. He assumes that the industry 
needs one hundred thousand looms in order to satisfy current demand and that 
the average length of life of the looms is ten years. This means that ten thousand 
looms, must be replaced each year. ‘:‘hen if consumer demand for the finished 
product increases, say, 10 per cent, an additional ten thousand new looms will 
be needed to satisfy the increase in demand. Therefore a 10 per cent increase 
in consumer demand leads to a 100 per cent increase in demand for produzers’ 
goods.® 

This principle of derived demand plays an important role in Aftalion’s cycle 
theory which is essentially an overproduction theory with emphasis upon the 
investment factor. Aftalion states his main thesis as follows: ‘““My principal 
thesis is that the chief responsibility for cyclical fluctuations should be assigned 
to one of the characteristics of modern industrial techniques, namely, the long 
period required for the production of fixed capital.’’® 

A critical appraisal of Aftalion’s work leads to the conclusion that his con- 
tribution to business cycle theory is highly significant, especially with regard to 
the principle of derived demand. Certainly in view of Aftalion’s journal articles 
published in 1909, it would be a mistake to give J. M. Clark most of the credit 
for the origination of the principle of acceleration. The record shows clearly that 
Aftalion deserves much credit, perhaps as much as that given to Clark by many 
writers. 

C. F. Bickerdike. In 1914 C. F. Bickerdike became one of the first English 
writers to advance an essentially non-monetary trade-cycle theory which empha- 
sized the role of the principle of acceleration.’ Bickerdike expressed the view 


8 Aftalion, op. cit., p. 209. Hansen maintains that this was the first precise statement of 
the acceleration principle. See Hansen, Business Cycles and National Income (New York: 
W. W. Norton and Company, 1951), p. 493. 

® “The Theory of Economic Cycles Based on the Capitalistic Technique of Production,” 
The Review of Economic Statistics, October 1927, p. 165. 

10C, F. Bickerdike, ‘‘A Non-Monetary Cause of Fluctuations in Employment,’’ The 
Economic Journal, September 1914, pp. 357-370. 
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that the influence of durability as an independent cause of variability of demand 
for production of goods is a more fundamental factor in economic fluctuations 
than purely monetary considerations. His argument is very similar to that of 
Aftalion, and his discussion does not offer any major contribution to the theory 
of derived demand. 

Bickerdike assumed a hypothetical ship-building industry and presented 
figures to illustrate the idea of derived demand. His conclusion is as follows: 
“thus the quite small variations in the slowly increasing demand for the use of 
the stock of ships, variations which might arise from purely accidental causes 
unconnected with general good or bad trade, are reflected in a much exaggerated 
degree in the demand for shipbuilding.’ Bickerdike’s reference to “purely 
accidental causes unconnected with general good or bad trade” is interesting 
in that it implies in a suggestive sort of way a theory of “erratic shocks”; but he 
did not develop this idea to any extent. Twenty years later Ragnar Frisch de- 
veloped a comprehensive theory involving the concept of erratic shocks and the 
principle of acceleration.” 

Bickerdike concluded that the peculiarity in regard to the demand for annual 
production of durable goods is one of the principal underlying causes of indus- 
trial fluctuations. But he did not stop here; he was rather unique for his time 
in that he made an economic policy recommendation which would attempt to 
reduce fluctuations in production in the ship-building industry. In Bickerdike’s 
view the great variability is “... largely the result of competitive_conditions 
which in the case of durable goods, do not result in the harmony of individual 
and social interests.’’* He therefore proposed the formation of a publicly-con- 
trolled ship-building trust in order to reduce competition in the ship-building 
industry and hence modify the action of the principle of derived demand. 


Ill. J. M. CLARK’S THEORY OF BUSINESS ACCELERATION AND baie | 
PRINCIPLE OF DERIVED DEMAND 


J. M. Clark’s ideas on the role of the acceleration principle in business fluc- 


tuations were first presented in an article entitled “Business Acceleration and 
the Law of Demand: A Technical Factor In Economic Cycles” published in 
The Journal of Political Economy, 1917. He discussed the matter further in his 
Economics of Overhead Costs, 1923 and again in Strategic Factors in Business 
Cycles, 1934. 

From the very beginning Clark admits the validity of Mitchell’s self-generat- 
ing conception of the business cycle and states that disturbances originating 
outside the business world—exogenous factors, such as wars and crop fluctua- 


1 Jbid., p. 360. 


12 Ragnar Frisch, ‘“‘Propagation Problems and Impulse Problems in Dynamic Eco- 
nomics,’’ Economic Essays in Honour of Gustav Cassel (London: George Allen and Unwin, 
1933), pp. 171-205. 

\. 3 Bickerdike, op. cit., p. 357. 
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tions—can scarcely be held primarily responsible for economic fluctuations as 
observed in an economy like that of the United States.“ In Clark’s view the 
responses of the business system are more important in determining the results 
than the particular character of the original disturbances. The principle of ac- 
celeration is an important factor in his theory of the endogenous aspect of busi- 
ness cycles. 

Clark’s theory of derived demand.'* Once again referring to Mitchell’s empirical 
work for source material, Clark lists the following principal data to be inter- 
preted: (1) Raw materials and producers’ goods in general vary more sharply 
both in price and in physical volume of output than do consumers’ goods, (2) 
Merchants’ inventories shrink in times of depression and expand in times of 
prosperity, (3) The demand for consumers’ goods fluctuates considerably but 
the greater part of its fluctuations appears to be the result of the changes in the 
amount of unemployment which result from the business cycle itself. To Clark 
these data suggest a unified explanation, and tend to group themselves about 
one industrial fact: the production of capital goods. Clark’s main objective is to 
analyze the underlying technical facts of the production of capital goods and 
to formulate the process in a definite quantitative manner. 

In order to explain the technical process of the production of producers’ 
goods Clark gives the following illustrative example:'® Assume the demand for a 
certain product begins to increase steadily through time, the annual increment 
of increase being 10 per cent of the original demand. And assume further that 
at the end of five years the increase stops and the demand remains constant at 
that level. Now if the productive equipment has kept pace with the increase in 
demand for the product, it is now enlarged by 50 per cent and calls for 50 per 
cent more expenditure for maintenance and replacements. Thus there has been 
an added demand for new construction equal in five years to half the entire orig- 
inal capital equipment; and if renewals are at the rate of 5 per cent per year, the 
first effect of an increase in demand at the rate of 10 per cent per year is to 


14 Clark, ‘“‘Business Acceleration and the Law of Demand,” Readings in Business Cycle 
Theory, p. 235. 

15 As shown in Section II of this paper, Aftalion developed a rather comprehensive 
theory involving the principle of acceleration several years before Clark’s article of 1917. 
Thus Clark, if he had read Aftalion’s work, had a substantial foundation upon which to 
build. Hansen, however, holds that Clark’s work ‘‘has all the earmarks of an independent 
study and in fact was probably influenced but little by Aftalion.’’ See Hansen, op. cit., 
p. 369. 

16 Op. cit., pp. 239-41. Clark’s illustration summarized in the text above is the main 
basis for the present-day ‘‘textbook” presentations of the principle of acceleration. For 
example see the following: Asher Achinstein, Introduction to Business Cycles (New York: 
T. Y. Crowell Company, 1950), pp. 97-102; Elmer C. Bratt, Business Cycles and Forecasting 
(Chicago: Business Publications, 1940),-pp. 203-9; James A. Estey, Business Cycles (New 
York: Prentice-Hall, 1941), pp. 169-78; Gottfried Haberler, Prosperity and Depression 
(Lake Success: The United Nations, 1946), pp. 85-105, 304-11; George N. Halm, Monetary 
Theory (Philadelphia: The Blakiston Company, 1946), pp. 407-11. Of these, Haberler’s 
discussion is undoubtedly the best. 
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treble the demand for the means of production, since a demand for new equip- 
ment has arisen which is twice as large as the previous demand for renewals. 
The crucial point eccurs at the end of the five years when the demand for the 
product stops increasing. By this time the renewal and maintenance require- 
ments are 50 per cent greater than they were originally, while new construction 
has been going on at a rate equal to twice the original maintenance and renewal 
account. The total annual output of capital equipment has grown to three and 
one-half times its former volume (17.5/5 in the illustration below). But the de- 
mand for new construction now ceases abruptly. This means that if the manu- 
facturers engaged in construction work had enough plant capacity to meet the 
demand in the fifth year, they would be operating with about four-sevenths of 
their capacity idle in the sixth year (10/17.5 in the illustration below). 
This statement of Clark’s theory may be illustrated by means of a numerical 
example. On the assumption of 100 units of capital equipment meeting an orig- 
inal demand for 1000 units of the final product, the results would be as follows: 


PERIOD NEW EQUIPMENT TOTAL EQUIPMENT 
0 1000 5 0 5 100 
1 1100 5.5 10 15.5 110 
2 1200 6.0 10 16.0 120 
3 1300 6.5 10 16.5 130 
4 1400 7.0 10 17.0 140 
5 1500 7.5 10 17.5 150 
6 1500 7.5 0 7.5 150 


Clark’s conclusion regarding the operation of the principle of acceleration is 
highly significant and deserves to be quoted directly. Referring to what happened 
in the sixth year in his illustrative example, Clark writes, 


This is a serious condition for any industry in the real world. It might well be se- 
rious enough to produce a panic if any considerable number of industries were in the 
same condition at the same time. And yet something like this is a normal effect, an in- 
evitable effect, of changes in consumers’ demands in a highly capitalistic industrial 
system. ... A change from one year to the next in the rate of consumption has a tem- 
porary effect on the demand for the intermediate product which is greater than its 
permanent effect..... In order to bring about an absolute shrinkage in the demand 


for the intermediate product, all that may be needed is that the final demand — 
slacken its rate of growth.” 


Another important idea in Clark’s theory of derived demand is the hypothesis 
of a time lag between the fluctuations in demand for producers’ goods and the 
fluctuations in demand for consumers’ goods. Not only does the demand for 
new capital goods fluctuate more violently than the demand for the finished 


1” Clark, op. cit., pp. 240-41. (Italics added.) 
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product, it also fluctuates in a way so that it leads consumer demand in point 
of time. Clark uses a diagram to illustrate this point:* 


Pr 

| 

| 

| | Ct 

| 
| 

totm = 

Time 


The demand for the finished product through time is represented by curve PP’, 
and the demand for producers’ goods through time is denoted by curve CC’.'® 
Although Clark does not use mathematical reasoning, his argument may be 
presented very concisely in mathematical terms as follows: Let PP’ be repre- 
sented by the function P(t), and let CC’ be represented by C(t). Then the first 
general statement is that if P’(t) = 0 and P”(t) < 0 at some point in time to, 
then C’(t) = 0 and C”(t) < 0 will occur at a point in time to — k, where k repre- 
sents the time lag between the two functions. And furthermore the maximum for 
C(t) will occur at the point where P”(t) = 0 and P”(t) changes sign from positive 
to negative. Thus at to) — k, C(t) is at a maximum and P(t) experiences an 
inflection point. At point to, P’(t) = 0 and P”(t) < 0; and also at point to, 
C(t) = 0 and C”(t) changes sign from negative to positive. Then at some point 
to + m, C’(t) = Oand C”(t) > 0; and also at point tp + m, P”(t) = Oand P” (t) 
changes sign from negative to positive. This is the essence of Clark’s argument 
stated in analytical terminology. The crucial points in the theory are the in- 
flection points of P(t). 

The theory of the principle of acceleration presented by Clark in 1917 is dis- 
cussed and elaborated in some of his later writings.2° But the basic theory is 
essentially the same. The only significant modification is a qualification Clark 
was forced to make because of the pointed criticism of his original theory by 


18 Tbid., p. 2438. 

19 The shaded area represents excess or deficiency as compared to renewal and mainte- 
nance requirements. 

20 For example see Studies in the Economics of Overhead Costs (Chicago: The University 
of Chicago Press, 1923), Chapter XIX; and Strategic Factors in Business Cycles (New 
York: National Bureau of Economic Research, 1934), pp. 33-44, 170-82. 
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Ragnar Frisch.” The point in question was the matter of replacement invest- 
ment. Frisch maintained, and Clark conceded the point, that replacement 
investment may continue to increase for a short time after the increments of 
investment for new capital equipment have begun to decline. Replacement 
investment may continue to increase because of the increase in the total stock 
of capital goods which has occurred over time due to the increased demand for 
the product. Thus the growth in replacement investment might for a time 
more than offset the decline in new investment, with the result that total in- 
vestment might continue to grow beyond the point of inflection—point ty—k 
in the diagram on page 480. 

The statistical evidence. In his 1917 article Clark compares his hypothesis of 
derived demand with statistical evidence taken from the railroad industry in 
the United States for the period 1900-1917. The analysis is entirely in terms of 
graphics. Clark plots time series of railroad traffic (ton-miles plus passenger- 
miles) and time series of railway car orders on the same chart and points out 
that the percentage fluctuations in car manufacturing are considerably greater 
than in railroad traffic and that orders for cars tend to fluctuate ahead of the 
movements of traffic.” His final conclusion is that the figures “‘. . . so far as they 
go, bear out the statement that the demand for cars varies with the rate at 
which traffic is increasing or diminishing rather than with the absolute volume 
of the traffic.” 

Clark’s statistical analysis is not very rigorous, but nevertheless it does offer 
some empirical evidence, on the basis of experience in the railroad industry, in 
support of the hypothesis of derived demand for capital equipment. 

It should be noted that Clark’s analysis, both theoretical and statistical, is 
principally micro-economic. 


IV. RAGNAR FRISCH’S ECONOMIC DYNAMICS: THE THEORY OF ERRATIC 
SHOCKS 


Ragnar Frisch’s brilliant essay published in 1933 is unquestionably one of 
the most important milestones in the development of economic dynamics.“ 
Of special significance is his discussion of cyclical variation in economic activity 
from the standpoint of the propagation problem and the impulse problem. 


21 Ragnar Frisch, ‘“‘The Interrelation Between Capital Production and Consumer- 
Taking,” The Journal of Political Economy, October 1931, pp. 646-654. Also see the running 
controversy between Frisch and Clark in The Journal of Political E y, December 
1931, April 1932, and October 1932. 

22 Clark, op. cit., p. 247. In his Strategic Factors in Business Cycles, Clark makes a similar 
analysis using data from the automobile industry. The conclusions are approximately the 
same. (See pp. 36-38, 44-46, 229.) 

28 Clark, ‘‘Business Acceleration and the Law of Demand,’ Readings in Business Cycle 
Theory, p. 249. 

24 Ragnar Frisch, ‘‘Propagation Problems and Impulse Problems in Dynamic Eco- 
nomics,’ Economic Essays in Honour of Gustav Cassel (London: George Allen and Unwin, 
1933), pp. 171-205. For an appraisal of the importance of Frisch’s work, see J. R. Hicks’ 
Trade Cycle, pp. 4-5. 
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The propagation problem is that “. . . of explaining by the structural proper- 
ties of the swinging system what the character of the swings would be in case the 
system was started in some initial situation.’”** But not much is said about the 
initial situation; it is merely assumed in the propagation problem. The impulse 
problem, on the other hand, is concerned mainly with the initial situation; that 
is to say, it seeks a theory which will explain how the propagation mechanism is 
set into motion. 

Combination of the two problems obviously leads to a more comprehensive 
economic cycle analysis than if one problem is taken by itself. Frisch illustrates 
this by referring to Knut Wicksell’s rocking-horse example: “If you hit a wooden 
rocking-horse with a club, the movement of the horse will be very different to 
that of the club.’”® Frisch’s theory of erratic shocks is basically nothing more 
than applying this simple idea to the economic system. 

Frisch’s approach to the propagation problem. Conceptually Frisch does not 
use anything revolutionary in his discussion of the propagation problem, the 
accelerator being the basic analytical tool used in his propagation mechanism. 
But his general approach is a contribution in that his analysis is apparently the 
first in which the theory of the accelerator is set forth in rigorous mathematical 
terms. 

Also, Frisch approaches the problem from both the micro and macro-economic 
viewpoints. In fact he presents a determinate macro-dynamic system in three 
variables which will generate oscillations over time. This system is in every way 
dynamic, according to present-day definitions of the term as given by Hicks, 
Harrod, Samuelson, etc.; and Hicks has pointed out that Frisch’s system may 
easily be re-stated in Keynesian terminology.” In addition to giving the theory 
in rigorous mathematical terms, Frisch presents numerical examples showing 
how his system actually generates oscillations over time.” 

From his mathematical formulation of the theory and from his macro-dynamic 
approach to the problem, it is readily apparent that Frisch has made a significant 
contribution to the development of the theory of acceleration. But even though 
his contribution to the solution of the propagation problem is substantial, Frisch’s 
work on the impulse problem is of still greater importance. 

Frisch’s approach to the impulse problem. Frisch opens his discussion on the 
impulse problem by noting that the propagation mechanism does not explain 
economic cycles as observed in the real world. The propagation theory shows 
how oscillations are generated, but these oscillations diminish in amplitude and 
approach zero as a limit as time passes. The question, then, is how can the main- 


*5 Frisch, op. cit., p. 171. 

26 Tbid., p. 198. For a recent version of this idea see Richard Goodwin, ‘‘Innovations and 
the Irregularity of Economic Cycles,” The Review of Economic Statistics, May 1946, pp. 
95-104. Goodwin presents an econometric model involving an ‘“‘oscillatory mechanism 
subject to an arbitrary exciting expenditure.’ His theory is basically very similar to 
Frisch’s theory of erratic shocks. 

7 Hicks, op. cit., p. 5. 

*Frisch, op. cit., pp. 186-97. 
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tenance of the cyclical swings be explained? Frisch explains. this phenomenon 
by subjecting his determinate macro-economic system to “...a stream of er- 
ratic shocks that constantly upset the continuous evolution, and by so doing 
introduces into the system the energy necessary to maintain the swings.’””® 
With reference to Wicksell’s rocking-horse illustration, Frisch’s theory of erratic 
shocks merely says that the rocking-horse would be subjected to a series of 
blows with a club in order to keep the horse in motion. 

Thus, in Frisch’s view the continuous cyclical swings in economic activity 
may be explained by erratic disturbances—for example, Schumpeterian innova- 
tions—which hit the economic system and set the acceleration mechanism in 
motion. These erratic shocks need not have any regularity in timing or violence 
in order to explain the maintenance of cyclical fluctuations. This point, which 
Frisch proves rigorously, is of considerable importance in that it can be used to 
explain the well-established fact that no two business cycles are alike and that 
there is no strict periodicity in economic time series.*° 

Frisch’s formal presentation of the theory of erratic shocks is entirely mechan- 
ical. The basic structure of the theory is taken from physics in the form of the 
equation for an oscillating pendulum whose movement is hampered by friction: 


(1) y”(t) + 2By’(t) + (a? + B*)y(t) = 0, 


where y denotes the deviation of the pendulum from its vertical position and a 
and B are positive constants, B expressing the strength of the friction." If yo 
and y’o are the values of y and y’ respectively at time t = to, Frisch shows that 
the solution of the differential equation may be written as ~ 


(2) y(t) = P(t — to) yo + Q(t — to) y’o, 


where P and Q are two functions independent of the initial conditions, and Q 
is defined as 


(3) Q(r) = sin ar. 


4 
The definition of P is not necessary in the discussion which follows. 
Then Frisch introduces a set of erratic shocks s;, s2,--+ , 8a, Which occur 
at points of time t; , te, --- , tn . He uses a rather ingenious artifice to represent 
the effect of the shocks. An entire series of n pendulums is introduced, one pen- 


29 Ibid., p. 197. The stochastic element in Frisch’s theory is readily apparent, and this 
makes the theory particularly subject to elaboration in terms of modern probability theory 
(Hicks, Trade Cycle, p. 90). Also see Sidney D. Merlin, The Theory of Fluctuations in Con- 
temporary Economic Thought (New York: Columbia University Press, 1949), pp. 80-87. 
Merlin’s discussion is excellent. 

80 Richard M. Goodwin, ‘“‘Econometrics in Business-Cycle Analysis,”’ in A. H. Hansen’s 
Business Cycles and National Income (New York: W. W. Norton and Company, 1951), 
p. 421. 

31 Pendulum problems are discussed and solved in practically every book on differential 


equations. For example see Ralph P. Agnew, Differential Equations (New York: McGraw- 
Hill Book Company, 1942), pp. 241-48. 
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dulum for each shock. The original pendulum is permitted to move on undis- 
turbed, but a new pendulum is started at each point in time t, with an ordinate 
equal to zero and a velocity equal to s, . All these pendulums are permitted to 
move undisturbed through time, and the sum of their ordinates y(t); , y(t)e, --- , 
y(t), at any particular point in time, t, will be the same as the ordinate y(t) 
of a single pendulum which is subjected to all the shocks s;, s2,--- , Sn at 
times t; , tz, --- , tn . The result of this scheme of things may be represented by 


But if the point t is not near the beginning point in time to , the influence of the 
initial situation will be small and hence the first two terms on the right side 
of the equation may be neglected and the resulting ordinate will be 


(5) vit) = - We, 
k=1 


where Q is defined as above.” 

Equation (5) is the important result as far as the basic theory of erratic 
shocks is concerned. In words it simply means that the ordinate y(t) of the pen- 
dulum at any particular time is the summation of the cumulative effects of the 
shocks weighted by the shape of the function Q(r).* The function Q(r) is merely 
the propagation function, and it gives the damped cyclical oscillations that 
would have resulted from the determinate dynamic system if the sequence of 
erratic shocks had not been introduced. 

In summary, then, Frisch’s theory of erratic shocks combines two main ideas: 
(1) the continuous solution of a determinate macro-dynamic system, and (2) 
the intervention of discontinuous erratic shocks which supply the energy that 
may maintain the cyclical swings. In Frisch’s view this combination results in a 
theoretical set-up which “. . . seems to furnish a rational interpretation of those 
movements which we have been accustomed to see in our statistical time data.’ 
It should be pointed out, however, that Frisch’s analysis is entirely theoretical; 
there is no attempt to test the hypothesis statistically. 


V. STATISTICAL TESTING OF THE PRINCIPLE OF ACCELERATION: KUZNETS 
AND TINBERGEN 


In the discussion of J. M. Clark’s theory of business acceleration it was 
pointed out that Clark made some attempt to test his hypothesis statistically 


82 The function Q(r) may be viewed as the solution of equation (1) which is equal to 
zero and whose first derivative is equal to unity at the origin. See Frisch, op. cit., p. 200. 

33 Frisch works out an example of the shape of the function y(t) and plots the resulting 
cyclical series through time. Jbid., p. 202. 

%4 Ibid., p. 203. Goodwin agrees with this view (See Goodwin, op. cit., p. 421). Hicks is 
skeptical of Frisch’s theory (See Hicks, op. cit., p. 90). Kalecki has worked out a theory 
which utilizes some of Frisch’s concepts; see Michal Kalecki, Theory of E ic Fluct 
tions (New York: Farrar and Rinehart, 1939), Chapter 6. 


SURVEY OF THEORY OF INDUCED INVESTMENT, 1900-1940 485 


using operating data for the railroad industry, 1900-17. In his Strategic Factors 
in Business Cycles, 1934, he made a similar analysis using data from the auto- 
mobile industry. But neither of these statistical tests was very rigorous, espe- 
cially from the standpoint of present-day statistical techniques. 

The Clark-Frisch controversy in the journals (1931-32), Frisch’s essay on 
propagation and impulse problems (1933), and Clark’s Strategic Factors (1934), 
all seemed to have the effect of reviving interest in the principle of acceleration, 
which had apparently dwindled somewhat during the nineteen-twenties. As a 
result of this revival of interest, the principle of acceleration was subjected to 
further statistical testing during the latter nineteen-thirties, first by Kuznets 
in 1935 and again by Tinbergen in 1938 and 1939. Tinbergen’s work is especially 
important because in his studies the complete kit of statistical tools is used for 
the first time in testing the hypothesis of the acceleration principle. 

Kuznets’ study of the railroad industry. Kuznets’ statistical test of the prin- 
ciple of acceleration is similar to that of Clark, both in method and scope.** 
Since Kuznets’ study is confined almost entirely to the railroad industry, its 
scope is about the same as Clark’s study, although Kuznets’ analysis covers a 
considerably longer period of time: 1891-1930. 

Kuznets’ method of approach to the problem is to consider two derived time 
series, one representing the theoretical demand for additional railroad capital 
equipment computed on the basis of the theory of the acceleration principle 
and the other representing the actual demand for additional railroad capital 
equipment computed on the basis of total orders for railroad equipment minus 
replacements.** After these series were computed, the problem became merely 
one of comparing the two series and seeing how closely they coincided in time. 

The theoretical demand for capital equipment series was computed by mul- 
tiplying net changes in the demand for railroad services by a constant ratio of 
the stock of equipment to current volume of services.*7 Changes in demand for 
services were calculated by taking successive differences of annual series of 
freight ton-miles and passenger car-miles. Actually Kuznets did not use a con- 
stant ratio of stock of equipment to current volume of services for the entire 
period; he permitted a secular trend movement in the ratio, which is obviously a 
reasonable assumption. 

Comparison of the theoretical and actual demand for capital equipment 
series was accomplished by inspection of the peaks and troughs of the two series 
and counting the number of times that the peaks and troughs coincided. Kuznets 
experienced difficulty in marking off the peaks and troughs, since his series are 
annual rather than monthly data. Several of the peaks and troughs are not 
clearly defined, and as a result the final designations of peaks and troughs are 


35 Simon Kuznets, ‘“‘Relation Between Capital Goods and Finished Products in the 
Business Cycle,”” Economic Essays in Honor of Wesley Clair Mitchell (New York: Columbia 
University Press, 1935), pp. 211-67. 

36 Total orders for railroad equipment is made up of orders for freight cars, passenger 
cars, and locomotives. Jbid., p. 249. 

37 This is also an implicit assumption in Clark’s theory; but it is not always obvious. 
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rather arbitrary in certain instances. This is perhaps the weakest point in Kuz- 
nets’ analysis, although it is by no means serious. 

The results of the comparison of the two series indicate that the ratio of the 
number of coincident peaks and troughs to the maximum possible number of 
coincident turning points is 64 per cent.* This ratio is an approximate measure 
of the extent to which orders for railroad equipment tend to be made according 
to net changes in demand for railroad services. 

Kuznets then makes another comparison of peaks and troughs, but this time 
comparing total orders for railroad equipment less replacements with the ab- 
solute volume of railroad services, that is, freight ton-miles plus passenger car- 
miles. The “coincidence” ratio here is 61 per cent. 

Since the two coincidence ratios are practically the same, Kuznets concludes 
that on the basis of his study there is little convincing evidence “‘. . . that orders 
for railroad equipment follow net changes in transportation service, rather than 
the absolute volume of the latter.’**® Thus Kuznets’ analysis produces only 
slight evidence in support of the hypothesis of the acceleration principle. 

Kuznets also compares the amplitude of the respective series on actual and 
theoretical demand for railroad equipment. The results indicate that the ampli- 
tude of changes in actual orders is smaller than that of changes in theoretical 
demand for additional units of equipment, and Kuznets concludes that the 
statistical evidence indicates “...that the magnification of changes in the 
demand for equipment, expected on the basis of the hypothesis tested, fails to 
materialize.’’*° 

Clearly Kuznets’ analysis up to this point is entirely micro-economic, since he 
deals with only one industry. But in the last three pages of his essay, he attempts 
a quasi-macro-economic analysis using the Federal Reserve Board index of 
manufacturing production as a measure of the volume of finished products and 
a series on new orders for machine tools as a measure of the demand for capital 
goods. The peaks and troughs of the latter series are compared with the peaks 
and troughs of the former series. Two comparisons are made. In the first one 
the manufacturing production index is expressed in terms of net changes, while 
in the second comparison this index is taken in its original form. The results of 
the analysis suggest that the demand for capital goods, as measured by orders 
for machine tools, “. .. moves more in accordance with the absolute volume of 
the output of finished products than with the net changes in this output.” 

This analysis, however, is somewhat weak, especially in that the series re- 
flecting demand for capital goods is expressed in current doilars, while the manu- 
facturing production index is in constant dollars. Thus Kuznets’ conclusion is 
subject to qualification. 


By way of over all summary of Kuznets’ analysis, it is clear that his attempt 


38 See the summary table, Kuznets, op. cit., p. 259. 
39 Loc. cit. 

40 Tbhid., p. 263. 

41 Tbid., p. 264. 


a 
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to test the principle of acceleration statistically is considerably more ambitious 
than Clark’s. His attempt at a macro-economic analysis, while subject to quali- 
fication, is nevertheless significant. This was apparently one of the first attempts 
to test the hypothesis of the acceleration principle at the macro-economic level. 

Tinbergen’s statistical testing of the principle of acceleration. The first edition 
of Gottfried Haberler’s Prosperity and Depression was published by the League 
of Nations in 1937. This work represented the completion of the first stage of 
an inquiry by the league into the nature and causes of the trade cycle. The sec- 
ond stage was to subject the theories expounded in Haberler’s book to statistical 
testing, insofar as historical data were available for such analyses. 

Jan Tinbergen was selected by the League to initiate the second phase of the 
League’s program. Tinbergen’s work on the testing of business cycle theory is 
monumental.” In fact from the standpoint of statistical testing of hypotheses, 
Tinbergen is perhaps the most outstanding of all econometricians.“ 

With regard to testing the principle of acceleration, Tinbergen’s most impor- 
tant work is found in his Statistical Testing of Business-Cycle Theories: A Method 
and Its Application to Investment Activity, 1939. In this study he tests the prin- 
ciple of acceleration using statistical data from the railroad industries of four 
countries: The United States, United Kingdom, Germany, and France.“ The 
statistical technique used was correlation analysis—net investment in railway 
rolling-stock being correlated with derived series on the rate of increase in 
railway traffic lagged 14 years. The net investment series were calculated as 
weighted arithmetic means of the percentage rates of change in locomotives, 
freight cars and passenger cars; and the rates of change in traffic were com- 


puted as weighted arithmetic means of the percentage rates of change in passen- . 


ger traffic and freight traffic. 

Another phase of the railway investment analysis was to test what Tinbergen 
calls the “profit principle,” that is, net investment in railway rollinig-stock was 
correlated with series representing the average rate of profit, (lagged) for the 
railroad industries in the respective countries. Then finally the two principles 
were combined and a multiple correlation study was made using the rate of 
increase in railway traffic and the rate of profit as independent variables. 


42 In particular see his Statistical Testing of Business-Cycle Theories: A Method and Its 
Application to Investment Activity (Geneva: League of Nations, 1939); An Econometric 
Approach to Business Cycle Problems (Paris: Hermann and Company, 1937) ; “Econometric 
Business Cycle Research,’’ Readings in Business Cycle Theory (Philadelphia: The Blakiston 
Company, 1944), pp. 61-86; and ‘‘Statistical Evidence on the Acceleration Principle,” 
Economica, new series, 1938, pp. 164-76. 

48 Goodwin terms Tinbergen’s work ‘‘by far the most impressive single effort in econo- 
metric cycle research.’ See Goodwin, op. cit., p. 429. 

44 Tinbergen, A Method and Its Application to Investment Activity, pp. 115-30. The most 
recent attempt to test the acceleration principle statistically using data from the railroad 
industry in the United States is by A. S. Manne, ‘‘Some Notes on the Acceleration Princi- 


ple,’ The Review of Economic Statistics, May 1945, pp. 93-99. Manne’s findings are similar 
to Tinbergen’s. 
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The results of the various studies may be summarized briefly as follows:** 


CORRELATION COEFFICIENTS 
COUNTRY PERIOD 
ACCELERATION PROFIT MIXED 
PRINCIPLE PRINCIPLE PRINCIPLE 


From these results Tinbergen concludes that the acceleration principle does 
not provide an outstanding “explanation” of investment in railway rolling- 
stock; in fact, with the exception of Germany, the profit principle provides as 
good or even better explanation than the acceleration principle.** 

Another important result is brought out by Tinbergen’s analysis. The regres- 
sion coefficients, ranging from about 0.15 to 0.50, are “‘... far lower than the 
principle of acceleration in its simplest form would suggest.’ All of the re- 
gression coefficients are considerably less than unity, “... which means a con- 
siderably smaller sensitivity of investment.’** By way of explanation, Tinbergen 
suggests that “‘. .. the relatively low influence of the principle may be attrib- 
uted to the fact that the technical necessity for its operation in its simplest form 
exists only if capacity is already being fully used. In all other circumstances, 
changes in capacity may be less than in proportion to changes in production.’”** 

Tinbergen’s concept of the ‘mixed principle” is worthy of special attention. 
Apparently he was the first to apply multiple correlation technique to the analy- 
sis of investment functions. In addition to the mixed principle involving the 
accelerator and profits, he also made multiple correlation studies utilizing the 
following combinations of variables for the railroad industries in the four coun- 
tries: (1) rate of change in railway traffic, price of iron, and the interest rate; 
and (2) rate of profit in the railroad industries, price of iron, and the interest 
rate. In general the correlation coefficients resulting from these combinations 
of data were less than those resulting from the combination of the acceleration 
principle and the profit principle. 

It is clear that Tinbergen’s analysis discussed in the preceding paragraphs is 
essentially micro-economic, since he considers only one industry. In another 
part of his 1939 study he attempts a macro-economic approach to the problem 
by taking estimates of the consumption of iron and steel as representative of 
total investment for the same four countries considered i» his railroad analysis.*° 

45 Tinbergen, op. cit., pp. 124-25. 

46 Tinbergen uses the term ‘‘explanation”’ in the technical correlation sense. 

47 Tinbergen, op. cit., p. 123. 

Ibid., p. 126. 

49 Tbid., p. 126. For a more detailed discussion of this point see Gottfried Haberler, 
Prosperity and Depression (New York: United Nations, 1946), pp. 96-7. 

5° Tbid., Chapter III. The time periods involved are as follows: Germany 1871-1912; 


United Kingdom 1871-1910 and 1920-1936; United States 1877-1913 and 1919-33; France 
1871-1908. 
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The method of analysis is multiple correlation using the following “independent” 
variables: current profits, share yields, the interest rate, price of iron, profit 
margin, rate of increase in the volume of production, and rate of increase of 
prices. 

Broadly speaking the conclusions from this analysis are very similar to those 
from the railroad study, except that the influence of profits in explaining in- 
vestment activity is even more predominant. In Tinbergen’s own words, ‘From 
the foregoing we conclude that, as stated already, the factors short-term interest 
rate, price of iron, rate of increase in production and in prices, and profit margin 
are in the mean, far less important than profits and share yields.’”’™ With specific 
reference to the principle of acceleration Tinbergen concludes that “... in 
the case of general investment activity, the acceleration principle yields an ex- 
planatory factor of only minor importance as compared with profits.’ 

Once again the general importance of Tinbergen’s statistical methodology 
should be emphasized. He was the first to apply the full power of multiple cor- 
relation analysis to the statistical analysis of investment functions.* Also his 
attempt to approach the problem from a macro-economic viewpoint was by far 
the most ambitious up to that time. Tinbergen’s work at the macro-economic 
level is perhaps the best that could have been done in 1939, for national income 
data at that time were far inferior in quantity and quality to that available ten 


years later. 
fr. SYNTHESIS OF THE MULTIPLIER AND THE ACCELERATOR 


A theory of the business cycle based on a synthesis of the multiplier and the 
acceleration principle was first formulated in 1936 by R. F. Harrod. Although 


Harrod’s theory stimulated considerable discussion in the technical journals,® . 


his idea of combining the multiplier and the accelerator was not widely accepted 
as a general approach to the problem of economic cycles until after Paul A. 
Samuelson expressed the theory in a precise and rigorous form i 1939.5* Appar- 
ently J. M. Keynes’ General Theory of Employment Interest and Money with its 


51 Tbid., p. 55. 

52 Tbid., p. 115. 

53 This method has certain disadvantages; for example, the problem of multicollinearity 
may arise. Tinbergen has a good discussion of this; zbid., Chapter IT. 

54 The Trade Cycle (Oxford: The Clarendon Press, 1936), Chapter II. In this essay Harrod 
calls the accelerator ‘‘the relation.’’ (See pp. 53-65.) 

55 For example see the following: A. H. Hansen, ‘Harrod on the Trade Cycle,” The 
Quarterly Journal of Economics, May 1937, pp. 509-31; R. G. Hawtrey, ‘“Mr. Harrod’s 
Essay in Dynamic Theory,” The Economic Journal, September 1939, pp. 468-75; P. S. 
Lokanathan, ‘Mr. Harrod on the Trade Cycle,’”’ Indian Journal of Economics, 1938, pp. 
515-21; H. Neisser, ‘Investment Fluctuations as Cause of the Business Cycle (Review of 
the Trade Cycle by R. F. Harrod),’’ Social Research, 1937, pp. 440-60; B. Nogaro, ‘“The 
Trade Cycle d’aprés R. F. Harrod,’”’ Revue d’Economie Politique, 1940, pp. 107-112; and 
D. H. Robertson, ‘‘Review of The Trade Cycle by R. F. Harrod,’’ Canadian Journal of 
Economics and Political Science, February 1937, pp. 124-27. 

56 “Interactions Between the Multiplier Analysis and the Principle of Acceleration,” 
The Review of Economic Statistics, May 1939, pp. 75-78. Reprinted in Readings in Business 
Cycle Theory (Philadelphia: The Blakiston Company, 1944), pp. 261-69. 
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emphasis on the multiplier, and complete neglect of the accelerator, dominated 
the theories of economic dynamics during the latter Nineteen-thirties, with the 
result that the accelerator remained somewhat in the background. Thus for 
some time after Keynes’ General Theory the principal analytical tool used in 
dynamic models was the multiplier. What this approach to the problem really 
amounts to is a special case of the more general dynamic theory, that is, a 
special case in which the accelerator coefficient is equal to zero. Not until after 
Samuelson’s work in 1939 did the more general theory become widely accepted.” 

Samuelson’s model involving the multiplier and the accelerator. Samuelson begins 
his analysis by defining the basic national income equation in the usual manner™ 


(1) 


that is, national income in period t is the sum of three components: (1) govern- 
mental expenditure, g;, (2) consumption expenditure, C;, and (3) induced 
private investment, I, . 

Samuelson chooses to use the Robertsonian definition of consumption expend- 
iture, which states that consumption in period ¢ is a function of “yesterday’s” 
income. Symbolically 


where «@ is the marginal propensity to consume. 

Then using the idea of the acceleration principle, current induced investment, 
I, , is defined as a function of the difference between current consumption and 
consumption in period t-l. Therefore 


= — Cer) = — 
= oBYt1 — 


where 6 is the accelerator coefficient, or what Harrod calls the relation. 
For simplicity Samuelson takes governmental expenditure to be one for each 
time period t, and thus®® 


(4) = 1. 


8? Hansen also played an important role in the development of the more general theory. 
In fact Samuelson points out that it was Hansen who suggested the interaction approach 
to the problem. For Hansen’s writings on the subject see his Fiscal Policy and Business 
Cycles (New York: W. W. Norton and Company, 1941), pp. 274-88; and Business Cycles 
and National Income (New York: W. W. Norton and Company, 1951), pp. 171-94. 

For Samuelson’s work on the interaction of the multiplier and accelerator see his article 
which was previously referred to plus the following: ‘‘A Synthesis of the Principle of Ac- 
celeration and the Multiplier,’’ The Journal of Political Economy, December 1939, pp. 786- 
97; ‘(Dynamic Process Analysis,’’ A Survey of Contemporary Economics (Philadelphia: The 
Blakiston Company, 1949), pp. 361-63; and Foundations of Economic Analysis (Cambridge: 
Harvard University Press, 1948), pp. 340-42. 

58 Samuelson, ‘Interactions Between the Multiplier Analysis and the Principle of Ac- 
celeration,’’ Readings in Business Cycle Theory, p. 265. 

59 Samuelson, op. cit., p. 265. Specifying g: = 1 can be taken to mean one million dollars, 
one billion dollars, or any other desired unit. 


(3) 


‘ 
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Then by substituting (2), (3), and (4) in (1) the basic macro-economic na- 
tional income equation may be rewritten 


= 1+ + — 
=1+a(1 + 8)Yti — 


This means that if national income, Y, is known for two periods, the national 
income for the following period may be computed by taking a weighted sum, 
the weights depending upon the values chosen for the coefficients a and 8. 

Samuelson’s income equation (5) is of fundamental importance in dynamic 
economic theory, since many of the present-day dynamic models are based 
upon it. Mathematically equation (5) is a difference equation of the second order 
with constant coefficients. Its solution depends upon the roots—which in turn 
depend upon the coefficients a and 6—of a certain quadratic equation. 

Samuelson does not give a formal presentation of the solution of equation (5) 
in his 1939 article; but in view of the importance of the equation in present- 
day dynamic theory, a formal solution is presented here.*® 

Rewrite (5) in general difference equation notation as follows: 


(6) Y(t + 2) — a(1 + B)Y(t + 1) + oBY(t) = 1, 


with the initial conditions denoted by Y(0) = Yo and Y(1) = Y;. 
The stationary state part of the solution is obtained by setting 


Y(t) = Yt+1) = Yt+2)=¥ 


(5) 


to get 

To this must be added the transient solution seeane 

(8) y(t) = Y(t) — Y = Rik, + Rik, 

where y(t) satisfies the reduced homogeneous difference equation 

(9) y(t + 2) — a(1 + B)y(t + 1) + afy(t) = 0 


with initial conditions 
y0) =yo=Yo-Y 
=yi = Yi — Y. 


(10) 


The quantities R, and Ry are roots of the quadratic equation in R 
(11) R? — a(1 + 8)R + of = 0, 


60 For an excellent discussion on the general theory of difference equations see Samuelson, 
Foundations of Economic Analysis, pp. 380-439. Also see Hicks, Trade Cycle, pp. 177-199. 
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or 


(12) + B) + V + B)? 
2 


R, 8) Vari + = 408 
? 


and the K’s are defined in terms of the initial conditions, yo and y: , as follows: 


(13) 
yi 1Y0 
Re — Ri 


For those who prefer differential equations to difference equations, the pre- 
ceding analysis may be set forth analogously in terms of differentials rather 
than differences. If differential equations are used the solution to the homoge- 
neous equation will be of the general form 


(14) y(t) = cye™it+ 


where the c’s are constants determined from the initial conditions. 

The nature of the two roots of quadratic equation (11) is very important in 
Samuelson’s model, since the qualitative behavior of national income as given 
by the model is determined by whether the roots are real or complex and greater 
or less than unity in absolute value. These conditions, of course, are determined 
by the values assigned to a and B. 

Two fundamental points regarding the nature of the roots of equation (11) 
should be stressed: (1) If the roots are complex, national income will behave in 
an oscillatory manner, and (2) for stability, the absolute value of the roots must 
be less than unity. Obviously then, the behavior of national income in Samuel- 
son’s model may take one of four possible basic forms:® 


(1) Steady convergence, without oscillation, which approaches asymptotically 


a value can times the constant level of governmental expenditure. In this 


case the R’s defined by (12) are real and <1 in absolute value. 
(2) Damped cyclical fluctuations which gradually approach the asymptote 


61 Samuelson, ‘‘Dynamic Process Analysis,’’ A Survey of Contemporary Economics, p. 
380-81. 

62 Samuelron, ‘Interactions Between the Multiplier Analysis and the Principle of 
Acceleration,’’ Readings in Business Cycle Theory, pp. 267-68. Also see Hicks, op. cit., pp. 
185-86. For elaborate theoretical models using various values of a and 6 see Edward G. 
Bennion, ‘“‘The Multiplier, the Acceleration Principle, and Fluctuating Autonomous 
Investment,’’ The Review of Economic Statistics, May 1945, pp. 85-92; and J. C. Hubbard, 


“A Model of the Forty-Month or Trade Cycle,’’ The Journal of Political Economy, April 
1942, pp. 197-225. 
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ee times the constant level of governmental expenditure. The R’s are complex 
and <1 in absolute value. 


(3) Explosive, ever increasing oscillations around a level defined by i 
times the constant level of governmental expenditure. The R’s are complex 
and >1 in absolute value. 
(4) Explosion without fluctuation. A constant level of governmental expen- 
diture will result in an ever increasing national income, eventually approaching 


a compound interest rate of growth. Here the R’s are real and >1 in absolute 
value. 


Samuelson has devised a chart summarizing the four basic types of behavior 
of national income for his model corresponding to all reasonable combinations 
of a and 8.% Four regions are demarcated on the chart according to the con- 
ditions defined in the four cases outlined in the preceding paragraph. Thus for 
any prescribed a and 8 there is a point on the chart, and the behavior of national 
income corresponding to the prescribed a and 8 will depend upon the region in 
which the point falls on the chart. 

Samuelson’s summary of the various possible cases of national income be- 

- havior as given by his model is of considerable importance for dynamic economic 
theory. In particular, it is clear from his analysis that 8, the accelerator coeffi- 
cient, must be greater than unity if explosive behavior in national income is to 
be experienced. Also Samuelson’s analysis demonstrates emphatically the re- 
strictive character of the traditional models which utilized only the multiplier 


concept. The multiplier mechanism simply does not generate a cyclical path 
through time. 


VII. SOME CONCLUDING REMARKS A 


With Frisch’s pioneering essay published in 1933 and with Samuelson’s work 
during the latter 1930’s, much of the groundwork for recent studies in macro- 
economic dynamics was laid. During the past twelve years many models have 
been constructed which utilize the theory of induced investment. To discuss 
these contributions adequately would require an additional paper.** However, 
one aspect of recent models involving induced investment should be mentioned 
briefly in the present paper, namely the tendency toward using the non-linear 
accelerator instead of a purely linear approach to the problem. 


6s This chart is reproduced in Samuelson, op. cit., p. 268. 

64 A few of the more important contributions are as follows: S. S. Alexander, ‘“‘The 
Accelerator as a Generator of Steady Growth,”’ The Quarterly Journal of Economics, May 
1949, pp. 174-97; W. J. Baumol, ‘‘Notes on Some Dynamic Models,”’ The Economic Journal, 
December 1948, pp. 506-21; R. M. Goodwin, ‘“‘A Non-Linear Theory of the Cycle,’”’ Review 
of Economics and Statistics, November 1950, pp. 316-20; R. M. Goodwin, ‘‘The Nonlinear 
Accelerator and the Persistence of Business Cycles,”’ Econometrica, January 1951, pp. 1-17; 
R. M. Goodwin, ‘Innovations and the Irregularity of Economic Cycles,”’ The Review of 
Economic Statistics, May 1946, pp. 95-104; R. F. Harrod, Towards A Dynamic Economics 
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J. R. Hicks’ theory of the trade cycle® is a good example of an attempt to 
get away from the purely linear accelerator. The accelerator mechanism enters 
into Hicks’ national income equation as a linear function, but he imposes re- 
strictions upon the operation of the accelerator which have the effect of making 
his theory a non-linear one. Hicks postulates an “explosive” accelerator coeffi- 
cient (8 > 1) and then restricts its action by specifying a “real” ceiling on the 
expansion of aggregate real output during the upswing and a technical limitation 
on the operation of the accelerator during the downswing. These constraints 
on the action of the accelerator mechanism prevent the explosive system from 
“running away.” 

Hicks’ theory represents an attempt to escape the embarrassing consequences 
of assuming a purely linear accelerator. The unmodified linear accelerator model 
will lead to three possible cyclical cases: explosive cycles (8 > 1), damped cycles 
(8 < 1), and perfectly regular cycles (8 = 1). Obviously the first case is inad- 
missible, and the last is not realistic. This leaves only the case where 6 < 1. 
But this case also causes trouble because the cycles die away through time, and 
therefore some explanation must be given as to how the cyclical swings are main- 
tained. Frisch, it will be recalled, solved the problem by developing his theory of 
erratic shocks. Hicks, however, is unimpressed by the erratic shock argument. 
The gist of his objection is that since random shocks will work both with and 
against the cycle, the net effect is apt to be too small to keep the cycle going with 
any significant amplitude. Hicks’ rejection of the theory of erratic shocks lead 
him to the hypothesis of 8 > 1 with the explosions constrained within limits. 

Other theorists also have been working on non-linear models. The most recent 
attempt, and perhaps the most ambitious, is that of R. M. Goodwin.® In sum 
it is clear from the literature during the past two years that the theory of induced 
investment is entering a new phase—that of non-linearity. 


(London: Macmillan and Co., Ltd., 1948); J. R. Hicks, A Contribution to the Theory of the 
Trade Cycle (Oxford: The Clarendon Press, 1950); J. C. Hubbard, ‘‘A Model of the Forty- 
Month or Trade Cycle,”’ The Journal of Political Economy, April 1942, pp. 197-225; L. A. 
Metzler, “‘The Nature and Stability of Inventory Cycles,” The Review of Economic Sta- 
tistics, August 1941, pp. 113-129; and L. A. Metzler, ‘Factors Governing the Length of 
Inventory Cycles,” The Review of Economic Statistics, February 1947, pp. 1-15. 

88 4 Contribution to the Theory of the Trade Cycle (Oxford: The Clarendon Press, 1950). 

66 “The Nonlinear Accelerator and the Persistence of Business Cycles,’’ Econometrica, 
January 1951, pp. 1-17. 
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HOW MUCH VARIATION IN THE QUANTITY OF 
MONEY IS NEEDED? 


CLARK WARBURTON* 
Federal Deposit Insurance Corporation 


The scope of this article is an exploration, with tentative conclusions, of the 
extent of variation in the quantity of the nation’s circulating medium, or money, 
which is needed for maintenance of “full employment” without price inflation. 
Monetary policy should be geared to the goals of the Employment Act of 1946, 
“to promote maximum employment, production, and purchasing power,” and 
at the same time should avoid excessive monetary expansion and its consequent 
depreciation of the value of money, economic distortions, and profound injustices 
among individuals. 

It is well known that in the past variations in the quantity of money, or cir- 
culating medium, have been excessive, and that these variations have been 
associated with price inflation, on the one hand, and with price deflation and 
business depression and unemployment, on the other. However, maintenance of 
a constant quantity of circulating medium, eliminating all variation, would not 
be satisfactory. Additional supplies of circulating medium are needed to ac- 
company increased output associated with growth of population and advances in 
productivity. Seasonalities of production and trade, and other factors affecting 
the use of money, may make moderate variations in the quantity of money de- 
sirable. These forces cannot be measured with precision; but it may be possible 
to arrive at an approximation of the probable range of variability in the quantity 
of money which is needed because of them. 

As a background for consideration of these factors, it is desirable to review 
available measures of the circulating medium, and see what the range of actual 
variation has been during the past. The data used here go back to 1915, so as to 


cover both World Wars and the period since the Federal Reserve banks were 
organized. 


I. VARIATIONS IN THE QUANTITY OF MONEY SINCE 1915 


The quantity of money or circulating medium may be measured in various 
ways. Four principal measures, differing from each other in comprehensiveness, 
are now available for year-end and mid-year dates, with intervening monthly 
estimates. All relate to bank deposits and currency held by users of money; that 
is, domestic interbank deposits and currency held by banks are excluded, and an 
adjustment is made to avoid duplication because of checks in process of collec- 
tion. These measures are: (a) total deposits and currency, including foreign bank 

* The author is an economist at the Federal Deposit Insurance Corporation. The views 
expressed are personal opinions only. 
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TABLE 1 


The Quantity of Money in the United States According to Various Concepts, June 30, 1951 
and June 23, 1915+ 


MILLIONS OF DOLLARS Pam 
CONCEPT Be: 1951 20 ANNUAL 


CHANGE 
June 30 1951|June 23 1915\TAAT IN 1915 


Concepts in regularly published data? 


a. Deposits adjusted and currency—total...... 185,038 3 3 3 
b. Deposits adjusted and currency—total, ex- 
cluding foreign bank balances............. 182,614 | 21,029 8.684 6.2% 


ce. Deposits adjusted and currency—total, ex- 
cluding foreign bank balances and U. 8S. 
Treasury cash and bank balances. -| 174,684 | 20,634 8.466 6.1 
d. Demand deposits adjusted and currency ‘(dif- 
fers from concept c by excluding time de- 
posits in banks and the postal savings sys- 


114,734 | 11,403 | 10.062 | 6.6 
Foregoing concepts expanded to include U. S. savings 
bonds* 
e. Concept a plus savings bonds............... 242,600 3 
f. Concept b plus savings bonds............... 240,186 | 21,029 | 11.421 | 7.0 
g. Concept c plus savings bonds. seeeecees| 202,200 | 20,684 | 11.256 6.9 


Adaptations for use in analysis of the edadien of 
banking to business fluctuations® 

h. Concept b with adjusted cash and bank bal- 
ances of the U.S. government®........... 182,594 | 20,866 8.751 6.2 

i. Cash balances of individuals, business enter- 
prises, and social organizations except gov- 
ernmental: concept c modified to exclude 

bank balances of state and local govern- 
ments, and estimated currency and deposits 

owned by foreigners.....................| 161,100 8 3 3 


1 Domestic interbank deposits, deposits represented by cash items in process of col- 
lection at commercial banks, and currency held by banks are excluded from all the con- 
cepts. 

? Data for June 30, 1951, from Federal Reserve Bulletin, October 1951. Data for June 23, 
1915, from Banking and Monetary Statistics, pp. 34 and 373. 

3 Not available. 

* Amount of United States savings bonds held by individuals on June 30, 1951, esti- 
mated at $49.0 billion (Federal Reserve Bulletin, August 1951, p. 996). Amount on June 23, 
1915, none. 

5 These are the concepts used by the author in a paper, ‘‘Index Numbers of the Ele- 
ments of the Equation of Exchange,’’ presented at a joint meeting of the Econometric 
Society and the American Statistical Association, December 28, 1948 (mimeographed), 
and there entitled, respectively, ‘“Total quantity of money,’’ and “‘money held by busi- 
ness and individuals.”’ 

6 The amount of United States Treasury cash and bank balances, as published in the 
Federal Reserve Bulletin, is modified (1) to exclude gold and other lawful money held in 
the Treasury as reserves against currency and postal savings deposits, and (2) to include 
Federal Reserve bank officers’ and certified checks and exchange drafts and “‘all other’’ 
deposits in Federal Reserve banks, which are believed to be largely special government 
accounts. The latter items are not given in the monthly or weekly statements of assets and 
liabilities of the Federal Reserve banks published in the Federal Reserve Bulletin, but are 
shown in the Annual Report of the Governors of the Federal Reserve System (e. g., p. 47 
in the 1950 report). 
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deposits and United States Treasury bank and cash balances; (b) the foregoing 
with the exclusion of foreign bank balances; (c) a series usually called “deposits 
adjusted and currency,” which differs from the second by excluding United 
States Treasury bank and cash balances; and (d) demand deposits adjusted and 
currency outside banks, which differs from the third by excluding time deposits.! 
To the first three of these another item, United States savings bonds, may be 
added for some purposes. This is because such bonds may be cashed at any time 


without loss of principal, and thus are somewhat akin to savings deposits in 
banks. 


TABLE 2 


Distribution of Annual Rates of Change in the Quantity of Money Excluding United States 
Treasury Holdings, 1915-1951 


NUMBER OF YEARS 


RATE OF CHANGE 


‘ Total deposits adjusted 
(FROM MID-YEAR TO MID-YEAR) ont cuarency pins 
(concept d) (concept c) jonitent g) 
+25% or more! 1 1 . 
+20% to +24% 1 t 
+15% to +19% 8 
410% to +14% 6 
+5% to +9% 3 

0% to +4% 10 4 = 
—-1% to —5% 4 3 
—6% to —10% 1 2 . 

-11% to —15%? 2 


1 The extreme highs occurred in the year ended June 30, 1948, with percentages of 36, 
27, and 37, for concepts d, c, and g, respectively. / 


2 The extreme lows occurred in the year ended June 30, 1932, with a percentage of 14 
in each of the three categories. 


Other adjustments may also be made to provide measures of the quantity of 
money which are more useful for specific purposes. Two such adaptations have 
been made by the author of this article. One of these is similar in concept to the 
second measure, above, but excludes the portion of the United States Treasury 
cash balance which consists of reserves against currency or deposits and adds 
unclassified deposits in the Federal Reserve banks. The other adaptation by the 
author gives a series which is somewhat less comprehensive than the third of the 
four measures described above. It excludes not only the cash and bank balances 
of the United States Treasury, but also bank deposits belonging to State and 
local governments and the estimated amount of United States currency and 
deposits belonging to foreigners. It therefore covers the currency and deposits, 


1 The data for these series are published in the Federal Reserve Bulletin (e.g., September 
1951 issue, p. 1152). 
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including time deposits, owned by individuals, business concerns, and social 
organizations other than governmental bodies.” 

The amount of the quantity of money on June 30, 1951, according to these 
nine methods of computation, is given in Table 1, together with similar data, to 
the extent available, for June 23, 1915. The average annual percentage change 
during the 36-year period is also given for the various measures which are avail- 
able on both dates. These figures all indicate an average annual rate of increase 
in the quantity of money between 6 and 7 per cent. 

Year-to-year changes in the quantity of money have varied greatly from the 
annual average. This is shown in Table 2, which gives a frequency distribution 
of the annual rates of change, as measured from mid-year to mid-year, for the 
three concepts in Table 1, which exclude United States Treasury cash and bank 
balances and which are taken from regularly published data. These concepts 
relate to the series usually described as: (1) demand deposits adjusted and 
currency outside banks (concept d); (2) total deposits adjusted and currency 
outside banks (concept c); and (3) total deposits adjusted and currency outside 
banks plus United States savings bonds (concept g). For these measures of the 
quantity of money, the annual variation ranged from increases of 36, 27, and 37 
per cent respectively, in the year ended June 30, 1943, to decreases of 14 per cent 
for all three measures in the year ended June 30, 1932. 


II. NEEDED RATE OF GROWTH IN THE QUANTITY OF MONEY AND 
DEVIATIONS THEREFROM 


Theoretical analysis and factual studies both support the proposition that the 
most desirable rate of growth in the quantity of money is that which will maintain 
stability in the value of the monetary unit. This is the rate which will give the 
greatest stimulus to employment, production, and purchasing power without 
producing the evils of inflation. In the past, many economists have supported a 
different view, namely, that a falling level of prices as productivity advances, 
with a constant level of wages, is better than stable prices and rising wages. 
Some contemporary economists, in contrast, have shifted to the view that a 
rising price level, as well as a rising wage level, may be necessary to maintain 
“full employment” and maximum production.* The view expressed here—that 
the level of prices of final products of the economy should be stable—represents 
a middle ground which rests on more cogent arguments than either of the fore- 
going views.‘ 


2 These series for mid-year and year-end dates have not been published. Quarterly 
averages derived from them and from available daily and weekly data, for the years 1918- 
1947, are given in a paper, “‘Index Numbers of the Elements of the Equation of Exchange,” 
presented at a joint meeting of the Econometric Society and the American Statistical 
Association, December 28, 1948 (mimeographed). 

3 See, for example, the testimony of Howard R. Bowen, in January 1951 Economic Re- 
port of the President, hearings before the Joint Committee on the Economic Report, 82nd 
Congress, Ist session (January 1951), p. 422. 

4 Reasons for preferring a stable price level to a falling one are summarized in my ar- 
ticle, “Quantity and Frequency of Use of Money,” The Journal of Political Economu, 
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The best measure of the value of the monetary unit, for use in connection with 
problems of monetary policy and maintenance of maximum employment and 
output, is a reasonably comprehensive index of prices of all final products of the 
economy. That would be an index covering consumers’ goods and services, 
construction, and durable producers’ goods, with weights according to the 
aggregate national expenditures for the various sorts of products. The closest 
approach to this kind of index now available consists of the “implicit price 
deflators for gross national product by major segments” recently publishd by 
the Department of Commerce.' These go back only to 1929. A crude index pre- 
pared by the author from available data indicates that in 1951 the level of prices 
of final products in the United States was about 23 times the level in 1915. 
Most of the increase occurred in the years during or immediately following the 
two war periods, which were also the periods of most rapid growth in the quantity 
of money. For the entire period from 1915 to 1951 the price rise was equivalent 
to an average increase of about 2.4 per cent per year. Presumably, on the average, 
the quantity of money increased more than was normal or desirable by about this 
rate. 

If the actual increase in the quantity of money is taken as 6.1 per cent per 
year (concept c in Table 1) and this was about 2.4 per cent too much, we may 
take the difference, or 3.7 per cent per year, as an approximation to the normal 
rate of growth. However, there is ground for believing that this rate is not 
enough for a normal rate. The reasoning underlying this belief is that the nation 
endured a great and prolonged depression in the 1930’s, which set back its rate 
of progress. The deficient volume of capital formation due to the depression has 
not yet been entirely recouped. Though recent years have been prosperous, we 
~ have had in use an undue amount of overage and absolescent plant and equip- . 
ment. The productivity of the nation has not been as high, and goods and 
services have not been as plentiful, as we should have expected with continuous 
full employment and maximum output throughout the 1930’s~and 1940's. 
In consequence, a larger portion of the increase in the quantity of money has been 
accompanied by rising prices and a smaller portion by growth in output than 
should be regarded as normal. Now, however, as has been pointed out, “the 
whole post 1945 boom in capital outlays, which went as much into moderniza- 
tion as into sheer expansion, is paying off.’’® 

Another approach to an approximation of the normal rate of growth in the 
quantity of money is to assume that the quantity of money needs to grow in 
proportion to the long-term trend in output, as measured by indexes of the 


Vol. LIV (October 1946), pp. 442-43. The argument against a rising price level is its in- 
justice in the case of the aged and others who find it necessary to live on past savings rather 
than currently produced income. The difference in stimulus to production between a stable 
and a rising price level—if any such difference is real—is not sufficient to offset this in- 
justice and its resulting economic disturbances. 

5 National Income and Product of the United States, 1929-1950 (United States Depart- 
ment of Commerce, 1951), p. 146. 

6 “Business Roundup,” Fortune, October 1951, p. 25. 
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quantity of goods produced, with an adjustment for long-run changes in the 
“efficiency” of money, or rate at which money is used for purchase of the products 
comprising the national output. Measures of this sort, based on data for periods 
prior to the great depression, indicate an average annual rate of growth in output 
of about 3.6 per cent, and an average annual drop in the rate of use of money 
about 14 per cent. Together, these figures suggest that 5 per cent a year growth 
in the quantity of money is needed for continuous maximum production and 
price level stability. 

The 5 per cent rate may be too high for application to the future. According 
to Department of Commerce estimates of the value of “gross national product”’ 
in constant dollars, the average annual increase in output from 1929 to 1950 was 
only 2.8 per cent.’ The rate of increase in output during that period was un- 
doubtedly lower than we should regard as normal, for the reason stated in the 
foregoing paragraph, and perhaps also because of the method used by the 
Department of Commerce in estimating “gross national product in constant 
dollars.”® However, the substantial difference between this rate and the rate 
for prior decades, derived from less comprehensive data, suggests that the 
assumption of a normal rate of growth in output of 3.6 per cent per year may 
be too high. It appears also that the downward trend in the rate of use of money 
has not been continued in recent years, though we cannot now determine whether 
this is a permanent difference from the past or simply a postwar and fear-of-war 
phenomenon. In addition, if we attain economic stability, with a high rate of 
output and little unemployment, for a substantial period of time, individuals may 
feel less need to hold large cash balances. 

From the existing data, we can conclude that the United States needs a rate 
of growth in the quantity of money of about 4 or 5 per cent a year, if we are to 
attain continuous full employment and maximum output and at the same time 
maintain stability in the value of money. Pending improvement of the basic 
data, we may use either 4 or 5 per cent per year as a reasonable approximation to 
the requisite rate.® 


7 National Income and Product of the United States, 1929-1950, p. 146. 

8 E.g., the methodology of the Department of Commerce involved the assumption that 
no change in output per worker occurred in the case of government employees. Ibid., p. 
145. 

® Four per cent is the rate suggested by Carl Snyder, who was statistician at the Fed- 
eral Reserve Bank of New York in the 1920’s and made extensive studies of price and pro- 
duction indexes. Snyder, Capitalism the Creator (The Macmillan Company, 1940), pp. 
220-21. In arriving at this rate Snyder did not take account of the downward trend in the 
rate of use of money for purchase of final products. In some of my own articles (e.g., the 
paper referred to in note 2) I have used 5 per cent as the best approximation. This makes 
allowance for the downward trend in monetary velocity, which accounts for the difference 
from Snyder’s 4 per cent. Both assume a rate of growth of output, based on available data 
for approximately a half-century preceding 1930, of nearly 4 per cent a year, which com- 
pares with the Department of Commerce estimate, for the period since 1929, of less than 
3 per cent per year. A rate of 4 per cent, after allowance for the downward trend in mone- 
tary velocity, has been suggested recently by Milton Friedman, ‘“Commodity-Reserve 
Currency,’’ The Journal of Political Economy, Vol. LIX (June 1951), p. 207. 
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Variations in the rate of change in the quantity of money are closely related 
to business fluctuations. This is brought out, for the 1915-1951 period, in Table 
3, which gives a distribution of the annual variations from growth at the rate of 
5 per cent per year. For this table changes in the quantity oi money are computed 


as an average of the changes according to the three concepts used in the preceding 
table. 


TABLE 3 
Relation of Annual Variations in the Quantity of Money to Business Fluctuations, 
1915-51 
DEVIATION FROM ESTIMATED; NUMBER (FROM Pos a 30 or GENERAL CHARACTER OF PERIODS 
NORMAL RATE OF GROWTH! OF YEARS YEARS INDICATED) 
+5% or more 14 1915-20, 1934-36, 1939-| Continued business upswing 
46 with substantial rise in prices 
+3% or +4% 4 1922-23, 1924-25, 1933-| Upswing with rise in prices 
34, 1938-39 
Not over +2% 8 1921-22, 1923-24, 1925-| Recovery or maintenance of 
26, 1927-28, 1936-37,| prosperity with approximate 
1946-47, 1949-51 stability of prices except un- 
der special conditions? 
—3% or —4% 3 1926-27, 1928-29, 1947-| End of upswing and beginning 
48 of recession 
—5% or more 7 1920-21, 1929-33, 1937-| Severe business downswing with 
38, 1948-49 substantial decline in prices* 


1 Based on data for mid-year dates. Normal rate of growth estimated at 5 per cent per 
year. Variations used in this table are averages of the percentage variations from this 
rate of growth for the three concepts used in Table 2. This is equivalent to giving weights 
of 3, 2, and 1, respectively, to adjusted demand deposits and currency outside banks, time 
and savings deposits, and savings bonds. Percentages are rounded: e.g., 0 = less than 
0.5 per cent deviation plus or minus. e 


2 1923-24 was a time of mild downswing. In 1946-47 the rise in prices wnt due to 
delayed adjustment to wartime expansion in the quantity of money. In part of the 1949-51 
period the rise in prices was rapid because of the Kroean war and the belief that monetary 
expansion and goods shortages were imminent. 

3 The 1948-49 downswing may be described as moderate. 


The data in Table 3 indicate that periods in which the rate of monetary ex- 
pansion was 3 per cent or more above normal were times of business upswing and 
rising prices; and that periods with a deviation in the quantity of money below 
normal of 3 per cent or more were times of business downswing, a substantial fall 
in prices, and rising unemployment. At the extremes, periods of a very high rate 
of increase in the quantity of money are times of boom and rapidly rising prices, 
and periods of drastic contraction in the quantity of money are times of severe 
depression and falling prices. In the middle of the distribution, periods with a 
deviation in money of not more than 2 per cent from normal are times of main- 
tenance of prosperity, with only minor interruptions, or of recovery without much 
change in prices, except under unusual circumstances. 

For a detailed study of the relation of changes in the quantity of money to the 
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upswings and downswings of business it is necessary to use monthly or quarterly 
data rather than figures for one date a year, and to analyze changes in bank 
reserves and the operations of the Federal Reserve system. Such an analysis for 
the period since establishment of the Federal Reserve banks shows that decisions 
of Federal Reserve authorities, or other changes in the monetary policies of the 
federal government, which profoundly influenced the scope of bank operations 
and hence the quantity of bank deposits, have invariably preceded the turning 
points in business cycles.!° The evidence is exceedingly strong that business de- 
pressions on the one hand and inflation on the other can be avoided by a policy 
of maintaining the quantity of money close to the normal rate of growth. 

Use of a fixed annual percentage to represent the normal rate of growth in- 
volves the assumption that the needed rate of growth is constant. This assump- 
tion may be questioned. Population, productivity, and holdings of cash relative 
to expenditures do not in fact increase at a perfectly regular rate. However, our 
statistical measures of these variables are not sufficiently precise for short- 
periods of time nor sufficiently up-to-date to permit determination and use of a 
variable rate for normal growth. In practice, current statistical data should be 
closely watched for evidence of change in the rates at which population, pro- 
ductivity, and relative cash holdings are changing. When such evidence is clear, 
it should be taken into consideration in the formulation of monetary policy. 

In addition, circumstances may occasionally arise when spurts in output are 
desirable and possible. An example of such a situation is that which has pre- 
vailed since the invasion of South Korea, with the desirability of increasing the 
rate of output to the maximum possible, even to the extent of exceeding “full 
employment” in the usually accepted sense. In this case, a belief that abnormal 
monetary expansion and goods shortages were inevitable led to an accelerated 
rate of use of money, so that no unusual rate of increase in the quantity of money 
was needed. It is conceivable, nevertheless, that on some specific occasions a 
higher-than-normal rate of increase in the quantity of money may be needed to 
accompany spurts in output. How large a departure from normal growth might 
be needed under special circumstances of this sort cannot be determined in 
advance. Speaking pragmatically on the basis of the data for past periods, it 
seems to me highly improbable that spurts in output will occur warranting 
departures from the normal rate of growth of more than 2 per cent. Such a 
departure from the line of growth should, of course, be terminated as output 
reaches the maximum which is possible with the labor force which can be at- 
tracted and held under wartime or other special conditions. 


III. SEASONAL DEVIATIONS FROM THE APPROPRIATE RATE OF GROWTH 


The data used in the foregoing discussion relate to the same date each year, 
and therefore take no account of actual or needed seasonal variations in the 


10 For this timing, see Clark Warburton, ‘‘Bank Reserves and Business Fluctuations,” 
Journal of the American Statistical Society, Vol. 48 (December 1948), pp. 547-58; ‘““Theory 
of Turning Points in Business Fluctuations,” Quarterly Journal of Economics, Vol. LXIV 
(November 1950), pp. 525-49; and ‘“‘Rules and Implements for Monetary Policy” (forth- 
coming article). 
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quantity of money. Little is known about the extent to which deviations in the 
quantity of money from a normal rate of growth are needed because of seasonali- 
ties in production and marketing or because of other considerations. In practice, 
seasonal variations in the quantity of money have been so irregular that they 
cannot be separated from cyclical and other variations. Consequently, there is no 
reason to suppose that needed seasonal deviations are of the same order of 
magnitude as those which might be derived from historical data." 

In the discussions of monetary and banking problems preceding establishment 
of the Federal Reserve banks and in those outlining the expected impact of the 
operations of those banks, much stress was laid on the need for seasonal vari- 
ations in the amount of the circulating medium.” However, this need should be 
carefully distinguished from another seasonal problem which was of great im- 
portance at that time, namely, the need for seasonal variation in the portion of 
the circulating medium consisting of currency. The emphasis on an “elastic 
currency” was primarily concerned with the latter problem. This was an especi- 
ally acute problem because seasonal demands for conversion of deposits into 
currency, under the then existing conditions of currency issue, produced perverse 
and undesirable variations in bank reserves and hence in deposits and total 
circulating medium. 

The problem of an “inelastic currency,” in the sense of insufficient flexibility 
in the portion of the circulating medium consisting of currency, was solved by 
the provisions for issue of Federal Reserve notes. However, this method of 
solution produced a problem of management of the assets of the banking system 
and of central bank operations. Because Federal Reserve notes are obligations 
of one set of banks, while deposits serving as money are obligations of another 
set of banks, and the “reserves” of commercial banks are also obligations of the 
Reserve banks, the conversion of deposits into currency, and vice versa, necessi- 
tates the shifting of assets from the one group of banks to the other, if it is to be 
accomplished without disturbance to the total quantity of circulating medium. 
The Federal Reserve authorities have not always managed the asset-acquisition 
and relinquishment policies of the Federal Reserve banks with sufficient dexterity 
to achieve this result. This is one of the reasons why historical seasonal fluctu- 
ations in the quantity of money are worthless for judging the need for such 
variations. 

The proponents of banking reform in the early part of the century were not 
wholly concerned with an “elastic currency” as such. They were also concerned 
about a need, which they envisaged, of seasonal variation in the total circulating 
medium. This need, it was recognized, was intertwined with the degree of 


11 This is the reason for making no allowance for seasonal variation in my studies of the 
relation of bank reserves and the money supply to business fluctuations, though I have 
used monthly and quarterly data, and have recognized the desirability of appropriate 
seasonal variation. 

12 See for example, Edwin Walter Kemmerer, Seasonal Variations in the Relative De- 
mand for Money and Capital in the United States (National Monetary Commission, Senate 
Document No. 588, 61st Congress, 2nd Session, 1910), particularly chs. I, VIII, and IX; 


and The ABC of the Federal Reserve System, second edition (Princeton University Press, 
1919), ch. IIT. 
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seasonal variation in the velocity or rate of use of money. “Inasmuch as the 
primary work of money is to serve as a common medium of exchange, the supply 
of money is obviously a quantity of two dimensions: (1) the amount of money in 
circulation and (2) its rate of turnover. The same volume of exchange work is 
done by $100 being exchanged against goods ten times as by $1,000 being ex- 
changed against goods once. It is quite probable that the rate of monetary turn- 
over varies more or less regularly with the seasons, and it seems reasonable to 
believe that the rate of turnover is greater in the active harvest season than in the 
comparatively sluggish summer months. On this point, however, we have no 
information and we shall be compelled to assume a constant rate of turnover 
throughout the year.” This statement by Kemmerer referred only to money 
other than bank deposits but he implicitly recognized its application to deposits. 
In a long analysis of “seasonal variations in the circulation of deposit currency” 
as measured by bank clearings he did not attempt to separate variations in the 
quantity of bank deposits on which checks were drawn from variations in their 
rate of turnover as measured by ratios of clearings to deposits." 

There are good reasons for believing that the degree of seasonal variation in the 
quantity of the circulating medium which was needed at the time the National 
Monetary Commission studied the problem would be excessive today. For the 
country as a whole, there has undoubtedly been a substantial decline in the 
seasonal concentration of farm output. In addition, farm products and other 
types of goods and services dependent on weather conditions have declined rela- 
tive to the output of all goods and services. Consequently, business enterprises 
have relatively less need for seasonal working capital. Further, farmers and other 
business enterprises now depend relatively less on borrowing to meet working 
capital needs and there has been a striking growth in holdings of cash by business 
and individuals relative to the value of the national output. This suggests that 
there is now relatively more holding of money to meet seasonal needs; and that 
seasonal variations in payments tend to be reflected relatively more than in 
former times in the rate of use of money and relatively less in seasonal vari- 
ations in its quantity. 

Various studies have been made of seasonal variation in the demand for, or 
amounts outstanding of, various types of bank loans; but no adequate study is 
available of the need for seasonal variation in the quantity of money or circulat- 
ing medium. The typical variation in the past, either for a period of a few recent 
years or over a longer span of time, would show only what has occurred, not how 
well the need for seasonal variation has been met. 

However, one criterion for judging the adequacy of seasonal variations in the 
quantity of circulating medium is available from past controversies. The pro- 
ponents of banking reform in the early part of the century regarded excessive 
variation in rates of interest as evidence of inappropriate seasonality in the 
circulating medium, and the results of Kemmerer’s study for the National 
Monetary Commission support this view.'* Judged by this criterion, seasonal 

18 Kemmerer, Seasonal Variations, op. cit. The quotation is from p. 145. 


144 Kemmerer, op. cit. The inappropriate seasonal variation in the circulating medium 
prior to establishment of the Federal Reserve System was probably due primarily to a 
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variation is most closely adjusted to need in those years in which seasonal 
variations in interest rates are the least. 

Analysis of the factual data with this criterion in mind is difficult because 
“eyclical” variations in the quantity of circulating medium and in interest 
rates are apparent in almost all years of the past, and accurate separation of the 
seasonal from the “cyclical” variations of the interest rate is practically im- 
possible. However, the data for the 1920’s and 1930’s—the only period for which 
monthly information is available for interest rates charged by commercial 
banks—provide a clue. During these two decades the five calendar years which 
show the narrowest range in interest rates are 1923, 1926, 1927, 1937, and 1938.!* 
These are also the five calendar years with the narrowest range in deviation of 
monthly figures of quantity of money from the annual average.'* These five 
years are the only years in the two decades in which the deviation in money was 
less than 3 per cent from the selected line of growth. This comparison suggests, 
though it cannot be said to prove, that the maximum deviation from reasonable 
rate of growth in the money supply that is needed for seasonal purposes is not 
more than 3 per cent, and is probably appreciably below that percentage. 

In recent years a pronounced seasonal variation has developed in the quantity 
of money, with shrinkage during the first quarter, a low point not merely relative 
to trend but also in actual amount about the end of March, and expansion during 
the remainder of the year. This low in the Spring, which has been much more 
pronounced since the close of World War II than during the interwar period, 
appears to be associated primarily with tax payments and government financing. 
The magnitude of this seasonal contraction in quantity of money is about 2 per 
cent, and is similar to the apparent accumulation of cash by taxpayers for use in 
the first quarter, with a lag in government disbursements before it is returned to 
the cash holdings of business and individuals.” In so far as the adequacy of this 
seasonality can be tested by variation in interest rates charged by banks there is 
no evidence that it is either excessive or insufficient. In recent years information 
on interest rates charged by commercial banks has been available only for the 


perverse seasonality, due to forces impinging on bank reserves, rather than to insufficient 
seasonality. ‘“Thus it appears that before the establishment of the Federal Reserve Sys- 
tem, the inelasticity of the currency was reflected in seasonal drains upon bank reserves, 
giving rise to a seasonal tightening of the money market and wide seasonal swings in rates 
of interest.’”? Benjamin H. Beckhart, James G. Smith, and William Adams Brown, The 
New York Money Market, Vol. 1V (Columbia University Press, 1932), p. 513. 

18 Bankixg and Monetary Siatistics, p. 464. 

16 The quantity of money used in this computation is measured by unpublished esti- 
mates of the average monthly amount of adjusted deposits and currency outside banks 
(excluding United States government deposits). 

17 Tax receipts by the federal government in the first quarter in excess of those in the 
other quarters averaged about $3 billion during the 4-year period, 1946-50. In each of 
these years total adjusted deposits and currency, excluding United States government 
deposits, at the end of March was about $8 billion smaller than the average during the 
year. This represents a variation of about 2 per cent of the average outstanding money 
supply, as measured by adjusted deposits and currency (excluding United States govern- 
ment deposits). 
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first half of the months of March, June, September, and December. These data 
do not show any significant seasonal variation in the postwar period.!* 


IV. DEVIATION IN THE QUANTITY OF MONEY TO OFFSET VARIATION IN VELOCITY 


One of the most disputed aspects of monetary theory is the degree to which 
variation in the quantity of circulating medium should be used to offset variation 
in its rate of use. Many of the persons who favor direct use of monetary policy to 
maintain full employment assume, implicitly if not explicitly, full offsetting of 
changes in monetary velocity by changes in its quantity. This is also true of most 
supporters of deficit spending by government as the major device for promoting 
business recovery, though the trigger part of the operating mechanism of doing 
so is regarded as variation in government spending rather than central bank 
asset-acquisition policy. 

Adherents of these points of view have not investigated with sufficient care the 
actual character and significance of changes in monetary velocity. Factual 
analysis shows that much of the variation in monetary velocity is of two sorts: 
a long-run tendency toward the holding of larger cash reserves relative to the 
value of the output of the economy; and the impact upon business and personal 
expenditures of expected changes in the quantity of money. The latter, in turn, 
is at times closely related to changes actually occurring in the quantity of money, 
since there is a general tendency to expect existing developments to persist. 
However, at other times government action may foster a belief that future 
changes in the quantity of money will differ from those currently going on. The 
early summer of 1933, when the departure from the gold standard and other 
monetary developments led to a general belief that the monetary contraction of 
the previous five years had come to an abrupt end, is an illustration of this kind 
of expectation which was reflected in a sharp rise in monetary velocity. Another 
case is the latter part of 1950, when the prospect of a future government deficit 
was accompanied by a belief that a period of monetary expansion and price 
inflation was therefore imminent. 

If a clearly understood policy of increasing the quantity of money at a reason- 
able rate were to be established these reasons for variation in monetary velocity 
would disappear, and with them the usual basis for the belief that changes in the 
quantity of money should be used to offset changes in monetary velocity. The 
“reasonable” rate of growth in quantity of money includes, of course, an allow- 
ance for offsetting the downward trend in the rate of use of money in connection 
with purchase of the final products of the economy. 

This kind of monetary policy would not entirely dispose of the argument that 
on some occasions it may be desirable to offset variations in velocity by devi- 
ations in the quantity of money from the computed reasonable line of growth. 
Conditions of demand for goods and services and prospective changes in demand 
—such as those which resulted from the invasion of South Korea and the decision 
of the United Nations to support the Republic of Korea—may lead to a large 


18 Federal Reserve Bulletin, September 1951, p. 1164, and earlier issues. 
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amount of anticipatory buying because of the knowledge that certain materials 
will be in unusual demand and will become relatively scarce. The resulting pay- 
ments would require use of cash balances normally held as “reserves” and hence 
an increase in monetary velocity. This anticipatory buying is likely to be ac- 
companied by an upward push to prices, and counter measures may be of sub- 
stantial help in preventing this push from becoming so general that the higher 
prices become imbedded into the price structure. 

It can be argued, with good support both from logic and factual evidence of the 
past, that such a movement in velocity would be short if monetary policy adheres 
strictly to the principle of a reasonable rate of growth. With that kind of policy, 
forward buying merely to beat inflation, as distinguished from buying of articles 
expected to be particularly scarce, would be avoided; and as payments are made 
for such anticipatory buying as might occur business enterprises and individuals 
would find their cash balances relatively depleted. This argument has much 
force, but it should not be regarded as disposing entirely of the view that in such 
circumstances it may be good policy to reduce the rate of expansion of circulating 
medium below the normal rate of growth. Holding off of all growth, which is the 
equivalent of about 4 or 5 per cent per year deviation below normal, would, I am 
sure, be found to be more drastic than could be justified in situations of this sort. 

Another type of disturbance in monetary velocity which may seem to require 
offsetting by variation in the quantity of money held by business and individuals 
is the effect of a sharp shift in the proportion of the output of the economy taken 
by important classes of purchasers. An example of this type of situation is 
transition to a war economy, with consequent increase in the proportion of the 
national output purchased by the government. In this situation, there is a possi- 
bility that the rate of use of money by business and individuals will be altered. 
The reason for this may be seen if we assume that all or most of the cost of war 
activities is met by taxation, so that tax payments to government become a large 
share of total payments by business and individuals for final ucts. If the 
taxes are predominantly of the pay-as-you-go variety, with very little lag between 
their withholding or collection by business concerns and transmission to the 
Treasury, and if government payments for arms include a substantial amount of 
advances on contracts so that business concerns have a steady flow of cash 
receipts matching their expenditures on government orders, there may be an 
acceleration of the circuit flow of money. There is, of course, also the possibility 
that tax collections and government payment procedures may be such as to 
result in a slower, instead of more rapid, circuit velocity, as measured by ratios of 
the expenditures of business and individuals for final products to their cash 
balances.!® 


1° This type of change in circuit velocity must, of course, be distinguished from the re- 
duced circuit velocity under the conditions of 1944 and 1945, when business and individuals 
accumulated abnormally large cash balances as a result of the following combination of 
circumstances: delayed consumption expenditures because of the unavailability of many 
types of goods and the belief that the end of the war was approaching, rationing and price 
controls over goods that were available, and war financing monetary policies which created 
an excessive amount of bank deposits. 
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The degree to which monetary velocity may be accelerated or retarded in this 
way has not been studied, nor is it clear that if acceleration or retardation occurs 
it should be offset by monetary policy bearing on the quantity of the circulating 
medium. Again, one can only express a pragmatic judgment that it might be 
good policy to reduce or increase the rate of expansion of the circulating medium 
relative to the normal rate of growth, but that the degree of appropriate de- 
viation is not likely to be more than a very small percentage. 


V. CERTAINTY VS UNCERTAINTY IN MONETARY POLICY 


The great errors in monetary policy have been excessive deviations from a 
reasonable rate of growth. Knowledge of the magnitude of these deviations 
in the past and of their relationship to inflation and depression is essential for 
formulation of policies designed to achieve maximum production and employ- 
ment and to maintain economic stability. 

Since the time of establishment of the Federal Reserve System, annual de- 
viations in the quantity of money from a reasonable rate of growth have ranged 
from more than 30 per cent excess to nearly 20 per cent deficiency. If the years of 
participation of the United States in World Wars I and II are excluded, the 
range is from 15 per cent excess to nearly 20 per cent deficiency.”° There is no 
known need for annual variations in the quantity of money, from the estimated 
reasonable rate of growth, of more than 2 per cent; and annual variations in the 
quantity of money outside this range have been invariably associated with 
business instability and with inflation or depression.* The range of additional 
variation for seasonal purposes is probably not more than 3 per cent. 

The record of the past provides strong support for the proposition that main- 
tenance of a steady reasonable rate of growth in the quantity of money, with only 
small deviations therefrom, will result in avoidance of depression on the one hand 
and of inflation on the other. However, the evidence is not conclusive, for a few 
cases can be found where the annual variation in the quantity of money has been 
within the limit of 2 per cent from the estimated normal rate of growth and 
nevertheless a substantial rise in prices has occurred. The year 1950-51, following 
the outbreak of war in Korea, is a notable case. 

The latter half of 1950, as has been suggested earlier in this artic.e, was an 
occasion when some deviation in the money supply from the computed normal 
line of growth may have been needed. Yet the evidence is conflicting as to whether 
an accelerated or retarded rate of increase in the quantity of money was needed. 


20 These percentages are those obtained from the composite (weighted) concept of money 
used in Table 3, and are based on data for June 30 of each year. Use of any of thecon- 
cepts in Table 1 would yield a similar range. Use of average monthly or quarterly data 
might reduce the range slightly. 

21 This statement regarding the limit to needed annual variations leaves out of account 
two possibilities: (1) recovery from a depression, a need which the factual record of the 
past indicates would never occur—since depression would be avoided—with maintenance 
of a reasonable rate of growth in the quantity of money; and (2) extreme national emer- 
gencies such as all-out war, under which monetary policy permitting some price inflation 
may be necessary, though there is no proof of this in the record of past war periods. 
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On the one hand was the desirability of stimulating output and employment to 
an above-normal level; on the other the possible need for offsetting an increase in 
monetary velocity accompanying a surge of buying. This great wave of consumer 
purchasing, we know, was largely anticipatory buying resulting from the belief 
that inflation was coming and that goods shortages would soon occur. The price 
inflation of 1950 was the result of an expected, not an actual, excessive increase 
in the quantity of money. This expectancy may be attributed to several factors: 
the absence of any indication in law or governmental pronouncements that a 
policy of holding changes in the quantity of money to a normal rate of growth 
would be followed or attempted; numerous pronouncements by government 
officials and economists that the proposed armament program made inflation 
inevitable, though all such statements were untrue; and an actual increase in the 
quantity of money at a highly excessive rate toward the end of the year.” Most 
of the increase in prices in 1950-51, at least in the prices of final products, would 
have been avoided if monetary policy had been firmly based on the principle of 
maintaining price stability and providing the rate of growth needed in a dynamic 
economy, and had it been known that that kind of policy would be steadily 
pursued. 

For economic stability with maximum output and employment, it is necessary 
to eliminate the erratic monetary fluctuations of the past, and also essential that 
a policy of maintaining a requisite but not excessive rate of growth be firmly 
adopted, and that it be known that such a policy will be maintained. 


22 In November 1950 the increase in “total deposits adjusted and currency outside 
banks”? was at an annual rate of 8 per cent, and in December at an annual rate of 23 per 
cent. (Computed from amounts given in Federal Reserve Bulletin, September 1951, p. 1152) 
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THE USES AND LIMITATIONS OF MONETARY-FISCAL 
POLICY IN ECONOMIC STABILIZATION 


EDWARD C. SIMMONS 
Duke University 


Only limited progress has been made toward utilizing the stabilizing poten- 
tialities of monetary-fiscal policies despite widespread agreement that such 
measures are consistent with a free market economy and sufficiently powerful to 
contribute materially to economic stability. Little has been accomplished be- 
cause conditions have not been created which make certain that government 
actions form an integrated consistent program. Specifically, two essential re- 
quirements have not been met. There is no generally agreed-upon rule of policy 
to guide public officials. Means have not been provided for the coérdinated use 
of the government’s powers to regulate the size of the monetary-fiscal aggre- 
gates—the stock of money, the national debt, public revenues, and public 
expenditures. 

Only within the last twenty years has the opportunity presented itself to bring 
to bear the stabilizing force of monetary-fiscal policy. Collapse of the inter- 
national gold standard provided the required latitude on the monetary side. 
Similarly, abandonment of the principle of the annually balanced budget opened 
the way to management of government revenues and expenditures for the 
purpose of regulating aggregate money expenditure. In addition to increasing 
the relative share of the government in total money outlay, measures to overcome 
depression and to prosecute World War II demonstrated the power of monetary- 
fiscal leverages to control the level of economic activity. 

Under the old rules of adhering to the gold standard and balancing the budget 
year-by-year, economic stabilization was not an explicit objective, although the 
belief was generally held that welfare would be at a maximum if government 
financial operations were conducted in accordance with these rules of thumb. 
Today, few accept this view. The massive social forces of the great depression’ 
and the war have brought general agreement that a new set of principles is re- 
quired. Dozens of books and scores of articles have explored the possibilities. 
Ideas are still in ferment as to the relative roles of monetary and fiscal weapons, 
the relative effectiveness of tax and expenditure changes, and the extent to 
which automatic and discretionary controls are to be relied upon. 

Even if economists were to reach agreement on these matters, government 
actions would not necessarily conform to economists’ views any more than they 
did in the days when, almost universally, economists held to free trade. The old 
rules for management of government financial operations were more than 
economic doctrines. They were generally accepted beliefs in the public mind. 
Essentially they were negative. They restricted government to doing a limited 
range of things, but they did have the virtue of calling for positive action. So 
long as the old rules were in force, administrators and legislators could see their 
duty plainly. 
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If the latent possibility of utilizing monetary-fiscal management as a stabilizer 
is to be realized, conditions similar to those which used to exist must be re- 
stored. When the old rules were abandoned by sheer pressure of events, a void 
was created. Economists can assist in filling it, but they must realize that what is 
needed is not merely a creed to which economists can subscribe but a uni- 
versally agreed-on rule of action encompassing both ends and means. A complex 
formula by which welfare is to be maximized through discretionary action will not 
suffice. 

Welfare economics is not far enough advanced to provide such a formula, but 
even if it were, the need would not have been met. The practical solution must 
be sought in a rule capable of being applied by public servants possessing only a 
rudimentary understanding of economics. The rule must be consistent with the 
ultimate values of freedom, equality, and progress which presumably would 
appear in an economist’s welfare formula, but no attempt should be made to 
incorporate measures of these highly complex elements in the rule itself. 

Maintaining full employment is not a satisfactory rule. Literally that would 
mean maximizing aggregate labor input by counting heads. Lacking any criterion 
of efficiency, such a rule could only lead to absurdities. Economists have meant 
something much more sophisticated than this when they have talked of main- 
taining full employment. There is danger, however, that their ideas may lead 
only to the loose and unsatisfactory sort of statement which appears in the 
Employment Act of 1946. Wording such as providing “maximum employment, 
production, and purchasing power” leaves to someone the task of harmonizing 
the conflicts of interests inherent in this multiple set of objectives. With ag- 
gressive pressure groups taking an integral part in the short-run monetary and 
fiscal managing which is being attempted, such a complex objective merely 
serves to open a veritable Pandora’s box. 

The rule must be simple, direct, and unambiguous, as was the gold sténdard- 
balanced budget rule. It must be a two part affair, because government has 
responsibilities in two closely related but distinct spheres. Government has the 
responsibility of determining the size of the stock of money. On the fiscal side, 
government determines expenditure and taxes, and depending how these are 
set, the rate of change in the national debt. There are other subsidary powers, but 
the analysis should focus on the two stock concepts—the quantity of money and 
the amount of the national debt—and on the two flow concepts—government 
expenditures and tax revenues. The rule must encompass these four interrelated 
magnitudes. None of them is a measure of welfare in itself. 

A rule for management of the size of these four elements in the interests of 
minimizing economic instability is what is sought. Possibly it may be found by 
adapting the old rules to the new circumstances. The old rule for monetary 
affairs had as its real foundation stability of the value of money. Could this not 
become the explicit objective of monetary policy? On the fiscal side, the central 
element of the old rule ought to be retained—the idea of balance in expenditure 
and revenue. There is now general agreement that balancing the budget over 
the cycle is the appropriate policy. Could not the old rule be modified to provide 
a firm rule for fiscal management? The task of obtaining public acceptance of the 
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new principles, which is absolutely essential, would be facilitated if the substance 
of the old rules could be preserved. 

The stabilized budget proposal of the Committee for Economic Development 
provides a workable solution to a cyclically balanced budget. While it may be 
said that a rough attempt to operate according to the cyclically balanced budget 
principle is represented by the present practice of budgeting for deficits or 
surpluses according to the economic outlook, little has really been accomplished. 
Indeed, it may be argued that annual budget making has broken down under the 
effort to modify taxes and expenditures to meet short-run changes in economic 
conditions. Under the stabilized budget there would be no need to attempt the 
obviously impossible task of forecasting economic conditions. Revenues suf- 
ficient to balance the budget at full, but not overfull, employment levels would 
have to be provided. New expenditure would have to be matched by new tax 
measures sufficient to maintain this hypothetical balance. 

Integration of the stabilized budget with monetary policy could be accom- 
plished as proposed by Professor Milton Friedmar..'! The Committee for Economic 
Development’s own program leaves open the whole question of monetary policy, 
but there is need for a firm rule at this point just as much as in the management of 
fiscal affairs. Unless budgetary surpluses are accompanied by monetary con- 
traction and deficits by monetary expansion, the stabilized budget would not 
exert the required leverage toward stability. Professor Friedman has argued a 
direct mechanical linkage should be arranged for. He proposes drastic monetary 
reforms based on the 100 per cent banking principle. 

Support for the idea of linking the stock of money to the budgetary position is 
provided by experience with budgetary surpluses since World War II. These 
surpluses developed fortuitously as a consequence of inflation.? While they served 
to moderate inflationary pressures, they were themselves caused by monetary 
expansion. The Friedman proposal would eliminate the paradox of a budget 
surplus brought about by autonomous monetary expansion. Under existing 
conditions surpluses (and deficits) may be the result of inappropriate changes in 
the stock of money rather than a certain means of producing appropriate changes 
in the stock of money. 

There is a rough tendency for the money stock to behave as contemplated by 
Professor Friedman, and possibly this could be increased without undertaking 
the drastic reforms which he suggests. At present, deficits tend to be associated 
with monetary expansion, but the relationship is a loose one. Changes in the 
monetary gold stock and in business borrowing as well as in other factors may 
reinforce or offset the monetary impact of deficits. Also when surpluses appear, 
monetary contraction may occur, but it need not. Again there may be offsets. 
Under the Friedman plan these loose linkages would be replaced by direct 
leverages. Deficits would be covered by issuing new money. Surpluses would 


1 “A Monetary and Fiscal Framework for Economic Statibility,’’ American Economic 
Review, XX XVIII, 3, (June 1948), pp. 245-264. 

2 Cf. Council of Economic Advisers, The Economic Situation at Midyear 1951, pp. 128- 
129. 
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produce monetary contraction. Government borrowing by the sale to the 
general public of interest-bearing obligations would become a thing of the past, 
except possibly to absorb excessive quantities of money after the emergency of 
a war or a severe depression. There would be no more of the contemporary 
delusion that inflation is prevented by covering deficits by issuing money-like 
securities. 

The Friedman proposal contains no explicit rule for monetary policy. The stock 
of money would be fixed in the long run, but would vary in the short run in 
response to the budgetary position. Although the price level might show greater 
stability than under present conditions, a better solution might be to provide 
explicitly for maintaining stability in the value of money. Professor Lloyd W. 
Mints regards the stabilized budget and the stable price level as alternatives, 
but a case can be made for combining the two.’ 

In the fiscal sphere, the stabilized budget principle would apply, but in the 
monetary sphere, the stock of money would be managed to maintain stability of 
the price level as measured by a relatively sensitive price index number. In the 
short run the stock of money would change in response to the position of the 
budget. As under the Friedman plan, new money would be created to cover 
budget deficits, and surpluses would produce monetary contraction. The Treasury 
would borrow only from the central bank, which would be transformed into a 
direct instrumentality of the government. Commercial banking would persist; but 
with substantially increased reserve ratios, the monetary impact of commer- 
cial banking operations would be reduced. Open-market operations alone would 
be utilized to modify the budget’s impact on the stock of money. The guid- 
ing principle would be the maintenance of a stable level of prices. If budget-induced 
changes in the money stock were not of the right size to keep the price index 
stable, as might well be the case, open market operations would be called for. — 
In the long run, the stock of money would be permitted to grow roughly at the 

same rate as aggregate output to maintain a horizontal trend of the ha 
This condition could be met without difficulty, initially through redemption of 
the national debt and later by deliberately budgeting for a moderate deficit. 

Substantial monetary reforms would be required under this alternative to the 
Friedman proposal. Such reforms are needed in any case. As matters now stand, 
} our haphazard monetary-banking arrangements all but make impossible control 
of the size of the stock of money. Even worse, the attempt simultaneously to peg 
the price of gold, to minimize the interest burden of the national debt, and to 
provide capital funds for what are judged to be essential purposes suggests that 
government has lost sight of its responsibility to control the size of the stock of 
money. To make matters almost absurd, the government has permitted and 
recently sponsored the creation of a mass of near monies. The existence of these 
liquid assets vitiates the effectiveness of increasing or decreasing the money 
stock. If monetary policy is to serve as a stabilizing force, the stock of money 
must have discrete dimensions and must be controllable. The gap between money 


3 Lloyd W. Mints, Monetary Policy for a Competitive Society (New York: McGraw-Hill, 
1950), Chaps. 8-9. 
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and other things must be widened. The monetary authorities must be released 
from the obligation to stabilize and control things which are not important so 
that they can concentrate on the one thing which is fundamentally important— 
the size of the stock of money. 

The stable money-stabilized budget principle offers a basis for conducting the 
government’s financial undertakings in a way that contributes to economic 
stability. Such a rule of policy is capable of acceptance by the public. It pro- 
vides a workable replacement for the gold standard-balanced budget rule. It 
would be largely automatic. Such discretionary action as is called for would be 
guided by a definite rule. Only two leverages would be utilized, but these would 
be powerful ones—changes in the size of the stock of money and changes in the 
amount of tax revenues. They would be coordinate changes—consistent with 
one another and self-reinforcing. 

Credit control in the sense of allocating loanable funds among alternative uses, 
which now occupies much of the energies of the monetary authorities, would be 
abandoned or at least not be confused with their fundamental task of regulating 
the size of the stock of money. Open market operations would suffice to ac- 
complish that purpose. On the fiscal side, the attempt to manage revenues and 
expenditures in accordance with unreliable business forecasts would be 
abandoned. Automatic variation in tax collections would be the only fiscal 
leverage, but this would be powerfully assisted by the monetary leverage. 

Obviously this approach would not be adequate in time of war, but the basic 
problem of monetary-fiscal policy has not been understood to involve planning 
for wartime mobilization. The present discussion proceeds on the assumption 
that peace will one day be restored. Such a monetary-fiscal framework would be 
as adaptable to war finance as the present one. Indeed under it strong sentiment 
might be expected to develop against the temporizing which now prevails. Not 
even maximum effort has been exerted to attain “pay-as-we-go” financing. 
In the present framework so many ways of suppressing inflation have been 
discovered that few see the need for a money-contracting budget surplus. 
Under the proposed framework the choice would be limited to taking effective 
action or facing the consequences. 

There is a large body of opinion opposed to giving up the possibility of using 
discretionary monetary-fiscal management.‘ Persuasive arguments can be made 
that the forces making for economic instability are so complex and so changing 
that the best course of action is to stand ready to use any or all of the powers of 
sovereign government over monetary-fiscal matters to fight depression and 
check excessive booms. No one can deny that powerful leverages are involved in 
changing the amount and type of government expenditure and taxes, in changing 
the terms on which firms and households may borrow, and in changing the size 
and composition of the national debt. The maximum degree of freedom exists 


4See for example, A. H. Hansen, Monetary Theory and Fiscal Policy (New York: Mc- 
Graw-Hill, 1949), pp. 175-183 and P. A. Samuelson, ‘‘Principles and Rules in Modern Fiscal 


Policy: A Neo-Classical Reformation,” in Money, Trade and Economic Growth (New York: 
Macmillan, 1951), pp. 164-166. 
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when use of all these weapons is made discretionary. The pressing need is said 
to be to grant administrative authority to vary tax rates and expenditures. 
With existing freedom to operate in monetary and national debt matters, the 
mechanical arrangements would then have been completed to achieve economic 
stability by discretionary use of a vast complex of control techniques. 

Unquestionably the possibility would exist. There is little in the record to date 
to suggest that discretionary action in the absence of a firm rule of policy is 
likely to improve the functioning of the economic system. One need only recall 
the use which has been made of discretionary action in the area of money and 
the national debt to realize how ineffectively broad grants of power may be used 
when public officials are left free to choose their own criteria of economic stability. 

If monetary-fiscal policy is to exert a stabilizing influence the two conditions 
mentioned at the outset must be provided. Public officials must operate under a 
rule which specifies both ends and means. The monetary-fiscal framework must 
be modified to permit coordinated use of the government’s powers. 

If the stable money-stable budget rule were adopted and if the monetary- 
fiscal mechanism were made to function in conformance with the rule, economic 
instability would be reduced. It would not be eliminated. There is reason to 
doubt whether more should be attempted. Neither present knowledge of the 
causes of economic instability nor present skills in government financial manage- 


ment justify an effort to exploit to the full the potentialities of monetary-fiscal 
policy. 


MONOPOLY AND MOBILIZATION FOR DEFENSE* 


FRANK J. KOTTKE 
Federal Trade Commission 


In discussions of public policy, “monopoly” has always covered much more 
than the familiar classical model. ‘“Monopoly,” used loosely, may mean any 
situation in which market behavior departs so far from the competitive norm as 
seriously to prejudice the general interest of the community. This is the sense 
in which this writer here discusses monopoly and mobilization. 

Within the last 18 months the American people again suddenly have turned a 
large fraction of their energies to the production of military goods. Such a period 
contains two general hazards to a workably competitive structure of industry. 
First, it may be necessary for the key people in an industry to confer regularly, 
and to accommodate the policies of their concerns along certain lines. Occasion- 
ally, an unhappy by-product may arise, a conspiracy against the public in some 
other aspect of the business. Second, iarge firms generally have important ad- 
vantages over smaller firms in a major shift from civilian to military production; 
and as large firms become larger and more prosperous, while small firms grow 
weaker and often disappear, there is a danger that entrenched oligopoly will 
emerge in some industries hitherto satisfactorily competitive. 

At the time that the current mobilization effort was undertaken, top govern- 
ment officials were well aware of these hazards. The misadventures of World 
War II still were fresh in many minds, and the experience was documented in a 
widely circulated report of the Smaller War Plants Corporation.’ 

Congress, in the Defense Production Act of 1950, has to its credit a clear state- 
ment of intent, a series of provisions aimed at specific threats to competition in 
the mobilization program, and provision for bringing to light other hazards as 
the mobilization program unfolds. Congress specifically directed that the powers 
conferred by the Defense Production Act of 1950 should be exercised ‘“‘within the 
framework, so far as practicable, of the American system of competitive enter- 
prise.”” To the end “that small business enterprise be encouraged to make the 
greatest possible contribution,” Congress required that all enterprises have 
access to pertinent information on the activities of defense agencies—for ex- 
ample, advertisements for bids. The Defense Production Act of 1950 also re- 
quired that small business be represented on industry advisory committees, 
accorded prompt treatment, and granted exemption from onerous require- 
ments where exemptions were feasible. Finally, the Act of 1950 provided that: 


* This statement does not represent the official views of the Federal Trade Commission; 
it is merely an expression of the writer’s personal views. The commission, a quasi-judicial 
agency, speaks only collectively, or through persons specifically authorized to speak for it. 
The writer has neither sought nor obtained such authorization for these remarks. 

1 Economic Concentration and World War II, Report of the Smaller War Plants Corpo- 
ration to the Special Committee to Study Problems of American Small Business, United 
States Senate, June 14, 1946. Senate Document No. 206, 79th Congress, 2d sess. 
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The Attorney General is directed to make, or request the Federal Trade Commission 
to make for him, surveys for the purpose of determining any factors which may tend to 
eliminate competition, create or strengthen monopolies, injure small business, or other- 
wise promote undue concentration of economic power in the course of the administration 
of this Act. The Attorney General shall submit to the Congress and the President within 
ninety days after the approval of this Act, and at such times thereafter as he deems de- 
sirable, reports setting forth the results of such surveys and including such reeommenda- 
tions as he may deem desirable? 


A first report, to which the Federal Trade Commission contributed, was sub- 
mitted December 7th. This was a 40-page survey of the chief dangers to compe- 
tition in a mobilization program. Principal recommendations were expansion of 
the nation’s capacity to supply scarce materials, and that ‘due regard .. . [be 
accorded] the special problems of small business, and the disruption of industrial 
operations.” A second report on April 30th recommended more centralized 
planning of procurement. 

The efforts of Congress in the Defense Production Act of 1950 were supported 
promptly and aggressively by the President. In a directive to all defense agencies 
on September 29th, Mr. Truman said: 


... during the last war the long-standing tendency toward economic concentration was 
accelerated. Partial mobilization, in the absence of protective measures, may again expose 
our economy to this threat and thereby imperil the very system we are seeking to protect. 
In numerous provisions of the Defense Production Act of 1950, the Congress indicated its 
concern over this danger to free competitive enterprise. 

In order that this danger may be minimized, it is requested that, in performing those 
functions delegated to or vested in you by Executive Order 10161, you consult with the 
Attorney General and the Chairman of the Federal Trade Commission for the purpose of 
determining and, to the extent consistent with the principal objectives of the Act and 
without impairing the defense effort, of eliminating any factors which may tend to su 
press competition unduly, create or strengthen monopolies, injure small i, or 
otherwise promote undue concentration of economic power. 

I am requesting the Attorney General and the Chairman of the Federal Trade Com- 
mission to consult with you as the occasion requires and to report to me from time to 
time concerning the progress that is being made in carrying out this policy* 


The various agencies subsequently issued their own directives in accordance 
with the instructions of Congress and the President, and various divisions and 
offices were established to protect the interests of small business. Despite the good 
work of these groups, many small companies, particularly in the metal-using 
trades, soon were in distress, and Congressmen were becoming concerned about 
the high proportion of government orders, loans, government-bought machines, 
and tax assistance awarded to a handful of giant concerns. What had happened? 

Except for tax assistance, the various kinds of government aid just mentioned 


2 The Defense Production Act of 1950, Public Law 774, 81st Congress, 2d sess., approved 
Sept. 8, 1950, Section 708 (e). 

3 Report of the Attorney General Pursuant to Section 708 (e) of the Defense Production Act 
of 1950, December 7, 1950, pp. 4-5. 
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are available only to business firms engaged on government projects.‘ Small 
business firms have urged that they be permitted to supply a portion of the 
military requirements roughly commensurate with their normal position in the 
civilian economy. It is not merely that they covet their share of any profitable 
business the government may be distributing. Among the metal-using industries 
at least, the scarcity of raw materials gives many firms little choice but to seek 
government work. In the interest of a healthy competitive economy it is to be 
hoped that such firms will survive this period of mobilization. Indeed, it would be 
fortunate if they could emerge in as strong a position relative to the giant - 
companies as “before Korea.” 

As in World War II, a large proportion of the prime defense contracts have 
been let to a comparatively few giant concerns.’ Of course much defense work 
cannot be undertaken by small firms. Relatively few companies have the re- 
sources to accept a contract for 500 jet aircraft, 1000 medium tanks, or a major 
naval vessel. But the military services also buy a large amount of goods in 
wide use by civilians. To confine the illustrations to the metal-using industries, 
there is food-handling equipment, automobile servicing and repair equipment, 
office machines, materials-handling equipment and building hardware for routine 
maintenance and alteration of structures in the numerous military install- 
ations. The services also buy large quantities of non-civilian equipment made 
by conventional processes to conventional specifications, of which several ex- 
amples could be found in the gear of any infantryman. Small companies have 
urged that they be given a fair opportunity to supply items such as these. 

During the spring months a program to even the scales in behalf of small 
business was put into effect within the Department of Defense. This program 
consists essentially of informing small businessmen on procurement needs and 
procedures, informing procurement officers on small business capabilities, and 
providing small business specialists in each major procurement office to bring 
the two groups together. To the extent the services consider feasible, orders are 
divided into reasonably small lots. Methods of promoting these objectives have 
been developed in detail. The program should work some improvement, but for 


4 Accelerated tax amortizations are authorized by “certificates of necessity’? under 
section 124-A of the Revenue Act of 1950. Loans from private sources may be guaranteed in 
whole or in part by a long list of federal agencies under section 301 of the Defense Produc- 
tion Act of 1950. Direct loans from the government are authorized by sections 302 and 303 
of the same act. The equipping of plants at government expense is accomplished from 
military funds appropriated for procurement and for expediting production. 

5 According to one survey, ten corporations received 40 per cent and 50 corporations re- 
ceived 64 per cent of the prime defense contracts and letters of intent awarded between 
July 1, 1950 and June 1, 1951. This would exceed the concentration of military procurement 
in World War II. For the period June 1940 through September 1944 ten corporations received 
30 per cent of the war contracts and 50 corporations received 58 per cent. [Concentration of 
Defense Contracts. Report of the Select Committee on Small Business, United States Senate, 
July 19, 1951, 82nd Cong., Ist sess., Report No. 551.] 

6 Small Business Participation in Military Procurement, Joint Hearings, Select Com- 
mittees on Small Business of the House of Representatives and the Senate, May 1951, 82nd 
Cong., Ist sess., passim. Department of Defense Appropriations for 1952, Hearings, Sub- 
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reasons to be developed presently it is not adequate to protect small fabricators 
of scarce materials. 

In May and June the services also released information on the proportion of 
defense orders going to small business—that is, to firms with less than 500 em- 
ployees.’? One report which attracted a good deal of attention was that such 
firms received 22.5 per cent by value of the prime contracts awarded between 
July 1, 1950 and April 30, 1951. The proportion was 28.8 per cent for the month 
of April, and the indicated increase appeared in the procurements of each of the 
i three branches of the services. In connection with these figures it may be helpful 7 
f to recall that for December 1944 the Bureau of Old Age and Survivors Insurance 
found that reporting units with less than 500 employees had 38.2 per cent of the 
workers in manufacturing. While BOASI frequentiy counts subsidiaries as 
separate reporting units, the same procedure probably was followed in the 
services’ studies. Moreover, the data do not show what has happened to small 
firms in the metal-using industries, where defense orders are most important for 
survival. Obviously a large portion of the miiitary’s purchases must be for 
apparel and prepared foodstuffs, and much of the supplies will come from firms 
with less than 500 employees. Finally, all or a significant part of the trend in the 
proportion of orders placed with small business may be due to a shift in emphasis 
4 within the procurement divisions—from tanks to apparel, for example. Con- 
tinuance of the study to cover May, June and July procurements showed that 
the proportions feil to 21.0, then to 17.5, and then to 16.0 per cent.® 

Other statistical studies reported in May and June, although probably as 
satisfactory as could be made on short notice, are either inconclusive or beside 
the point. A second comparison is confined to those items which the services 
considered small business equipped to produce. Of prime contracts let for such 
material during the nine months, July 1, 1950 through March 31, 1951, small 
business received 40.6 per cent of Navy contracts, 39.1 per cent of Army con-—— 
| tracts, and an amount in excess of 26 per cent of Air Force contracts. 

It is unfortunate that we are not informed more precisely on the criteria of 
small business competence’® as in World War II widely different concepts of 
what small business could produce were held within the government. Further- 
more, where large concerns have a big backlog of military contracts which only 


committee of Committee on Appropriations, Senate, 82nd Cong., Ist sess., pp. 10-13, 
June 7, 1951. 


7 The comparisons were submitted to Congress in the June testimony cited immediately 
above. 

8 Economic Concentration in World War II, op. cit., p. 318. 

® Munitions Board, Military Purchases from Small Firms, Continental U. S., Fiscal 1951, 
September 12, 1951, p. 2; Military Purchases from Small Firms, Continental U. S., July 
1951, October 22, 1951, p. 2. 

10 Among the contracts excluded from such comparisons are those for production of 
large-value items, complicated assemblies or which require ‘‘heavy capital investment and 
large engineering and production staffs.’’ [Small Business Participation in Military Pro- 
curement Hearings, op. cit., pp. 93, 134.) It would seem that companies with 300 to 500 em- 
ployees might meet these requirements in many cases. 
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large concerns can fulfill, it would not seem unreasonable if in addition they were 
awarded substantially less than their share of those contracts which can be 
filled by small business. The existing capacity of competent small firms should be 
utilized to release materials and manpower for the construction of essential 
facilities. 

A third comparison relates to secondary contracts. Of 863 Air Force prime 
contracts involving about five billion dollars, “approximately 75 percent of the 
subcontracts were awarded to companies employing less than 500.” Fifty-nine 
contractors reported 32,382 subcontracts, of which 24,306 went to small business. 
Since 24,306 is 75.06 per cent of 32,382, apparently “75 percent of the contracts” 
relates to the number of subcontracts and not their aggregate value. It is note- 
worthy that no indication was given of the fraction of the five billion dollars of 
defense business which eventually went to small companies, and particularly to 
small companies in the same general line of business as the prime contractors." 

To repeat, the writer finds these studies inconclusive. Certainly they do not 
show that the kind of small businesses which are most threatened—the metal 
fabricators—are getting sufficient defense orders to meet the broad objectives of 
public policy. Meanwhile, the distress of such concerns has been documented 
thoroughly by hearings of Congressional committees in many parts of the 
country.” 

An important reason that small firms get a relatively small dollar volume of 
prime contracts stems, of course, from the fact that the promotion of small 
business is distinctly a secondary purpose or objective in the procurement process. 
The function of a procurement office is to obtain what the military service needs: 
to the specifications, in the quantity and on the date required. Surely the first 
consideration of a procurement official is to place contracts with firms that can 
fulfill their commitments. The second consideration, in times of rapid mobiliza- 
tion, would seem to be speed in letting contracts. Third comes getting a low 
price. In last place (although with Congressional approval it can be put ahead of 


4 Another study of 13 prime contracts let by the Army, aggregating nearly 900 million 
dollars, is said to show that 42 per cent of the resulting business activity fell into the hands 
of small business. These contracts called for 225,000 gas masks, 266,500 chemical shells, 
1,822 gun mounts, 5,000 sniperscopes, 63 railway cars, 9,285 cargo trucks, 1,000 utility 
vehicles, 1,099 medium tanks, 1,000 light tanks, 1,207 tank engines, 2,683 tractors, 484 
crane carriers, and one research project. The study assumes, erroneously I believe, that 
small firms which obtained subcontracts directly from the prime contractors procured their 
materials, equipment and components exclusively from small firms. Since the studies are 
based on contract records of the companies involved, I suspect that subcontractors wholely 
or partly controlled by other companies often have been treated as independent small 
businesses. Third, the dollar aggregates for these 13 contracts obviously are dominated by 
the orders for transportation equipment other than railroad cars. Because of the great 
civilian demand for automobiles and trucks and the high level of production, there is good 
reason to believe that these prime contractors were more willing than most to subcontract a 
large portion of their defense business. [Department of Defense Appropriations for 1952, 
Hearings, op. cit., pp. 102-06.| 

12 Material Shortages, Hearings before the Select Committee on Small Business, United 
States Senate, Parts 2,3, 4, January 19-26, 1951, passim. 
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price) comes the effect of the orders on the post-mobilization structure of the 
economy. Such are the standards by which a procurement officer probably is 
judged by his superiors. To recognize that this probably is the usual order of 
importance is not to suggest that the Department of Defense is conducting itself - 
improperly. An agency can be expected to accord first place to fulfillment of the 
mission for which it was created—in this instance, defense of American interests 
from armed attack. 

Not only do the standards favorable to small business have a lower priority 

than the standards favorable to large business, but the former can be enforced 
with far less promptness or certainty. If ordered goods are not delivered to the 
military services on time, or do not pass inspection, there is no hiding the failure. 
i Ameliorating circumstances may exist, but the man who let the contract must 
be in a position to defend his choice of supplier. Furthermore, the dollars of 
contracts he has let each week soon can be ascertained by his superior. Whether 
the price was reasonable is not likely to be known until so long after the event as 
to have little effect on the contracting officer’s career, and in any event the issue 
usually is clouded by considerations of known competence. Effects on the 
structure of industry are the hardest of all results to judge, the most tardy to 
develop, the most complicated by extraneous considerations, and they pertain to 
an issue with which the services have had little experience. 

Thus the man who lets contracts usually is disposed to select firms with which 
his service has had satisfactory dealings before—if possible, in the supply of 
similar items. If the resources of such companies are not available, or are in- 
adequate, a contract letter probably is inclined to choose a large nationally- 
| known company, or to recommend that present suppliers be given government 
assistance to expand their capacity. In this way contracts can be let at maximum 
speed with minimum risk to the procurement officer and his service." ~=———___ 

Late in 1950 there was a shift in procurement policy that to a minor extent 
offset the disadvantages of small business. Beginning about that time the military 
services have endeavored to “broaden the base”’ of supplies by letting contracts 
to firms which hitherto had not supplied that particular item. Emphasis has also 
been attached to stimulating production in areas not thought to be attractive 
targets. Under the Armed Services Procurement Act of 1947 and the Defense 
Production Act of 1950 a contract may be awarded to one company although the 
goods might have been obtained at a lower price from another company, if such 


18 Other handicaps of small business may be noted briefly. Where 10 companies might 
bid on a contract two years ago, 60 companies may bid today: the supply of specifications 
and drawings are exhausted and by the time more are prepared and mailed to the companies 
it is often is too late to prepare a bid. The regional office may not have been advised of change 
in specifications, and all bids prepared on their advice are thrown out as improper. The 
services also were slow to divide orders for shelf items into quantities which small companies 
could handle. For a 2} page list, see Participation of Small Business in Military Procure- 
ments, Report of the Select Committee on Small Business of the U. 8. Senate, 82nd Congress, 
1st sess., Report No. 469, pp. 29-31. For illustrations, see Small Business in Military Pro- 
curement, Joint Hearings, Select Committee on Small Business of the House of Repre- 
sentatives and Senate, 82nd Congress, Ist sess., pp. 36-44. 
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a step broadens the industrial base of suppliers or preserves the productive 
capacity of small concerns." 

The new emphasis on “‘broadening the base”’ of supplies at first promised well 
for small metal fabricators that had not recently filled a prime contract for one 
of the services. But for the most part they continued to be overlooked, as in 
December 1950 the services drastically reduced the volume of contracts let by 
competitive bidding. With competitive bidding such a firm has a fighting chance 
of getting a contract. Under negotiated contracts it has practically no chance at 
all, because it is rarely invited to submit a bid for a project it is equipped to 
undertake.'® Procurement officers insist that if a small company wants defense 
work it can get a subcontract. Many firms that have sought subcontracts report 
that they are very hard to get. Prime contractors let their backlogs build up; 
they seem less than eager to share a profit with a rival.!* Furthermore, their 
inability to fulfill commitments to the government on occasion may lead to 
government assistance in expanding their capacity through loans, rapid write- 
offs of new investments for tax purposes, and use of government-purchased 
machinery. Such a turn of events aggravates shortages, increases inflationary 
pressures, and dissipates the productive potential of small firms which wither 
away for lack of materials. Often Government aid in the construction of addi- 
tional facilities has enhanced the economic power of the large corporations in the 
post-mobilization era. 

Loans on attractive terms generally are available to prime contractors that 
need them. The Air Force is now in the process of distributing nearly four 
billion dollars of government-owned World War II machine tools among its 
contractors, while the military appropriations for the current fiscal year provide 
for government purchase of nearly three billion dollars more of equipment for the 
use of defense contractors.” It is likely that the companies in whose plants these 
tools are installed will be able to acquire them, once mobilization work tapers off, 
at a fraction of their cost to the government. Another important type of aid is 
represented by certificates of necessity authorizing amortization of new facilities 
in five years in the calculation of income for tax purposes. This arrangement is 


4 Ibid., pp. 6-8. The report reproduces a letter of the Comptroller General on May 
8, 1951, interpreting the pertinent provisions of the law. 

15 Tbid., pp. 2, 9 of Report; pp. 12, 37-38, 74 of Hearings. 

16 “Tt is no answer to say that contracts awarded to large concerns result in extensive 
subcontracting, for such subcontracts are frequently let to subsidiaries of the larger 
corporations or to smaller producers which are otherwise dominated. The award of con- 
tracts to large concerns carries with it the power to determine within a wide range which 
smaller concerns are to receive subcontracts. This unsupervised power, which necessarily 
makes the preservation of competition increasingly difficult, should be granted only in the 
light of all the facts and should _»>nstitute a deliberate governmental determination based 
upon a finding of its necessity. Only by a spread of contracts on an equitable basis through 
planning will it be possible to maintain a healthy competitive economy.’’ Second Report of 
the Attorney General Pursuant to Section 708 (e) of the Defense Production Act of 1950, April 
80, 1951, pp. 9-10. 


117 Wall Street Journal, September 19, 1951, p. 1; Cong. Record, September 10, 1951, p. 
11318. 
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equivalent to an interest-free government loan of sizeable proportions through 
the deferral of taxes, plus a cash subsidy to the extent that post-mobilization 
taxes absorb a smaller proportion of corporate net income than do rates in the 
interim. 

Given a situation where the Bureau of Internal Revenue ordinarily permits 
amortization over a 20-year period, and a company has obtained permission to 
amortize 80 per cent of a new investment in five years, and federal income and 
excess profits taxes absorb three-fifths of its net income, this privilege will be 
worth $14.92 per hundred dollars invested, compounding the tax deferrals 
annually at 3 per cent. Should the proportion of the corporation’s income paid in 
federal taxes be cut in half at the end of five years, the amortization privilege 
would be worth $37.25 per hundred dollars invested.!* 

Such certificates now cover over ten billion dollars of new investment, with 
much of the impact concentrated on a few fields. As of August 18, 1951, 5-year 
amortization had been approved for $2,161,295,000 out of new investments of 
$2,990,964,000 in metal production and fabrication'*—industries whose net 
property, plant and equipment was estimated at $8,573,000,000 on June 30, 
1951.2° Allowing for increases in the costs of capital goods during the last decade, 
for retirement of part of the present equipment, and for the fact that productive 
capacity does not shrink as fast as a plant depreciates, it is probable that five 
years hence this one subsidy alone will apply to a fifth—the most modern 
fifth—of the total plant of the metal industries. 

It frequently has been said in justification of the rapid amortization of these 
newly-created facilities that postmobilization demand will not absorb their 
output at profitable prices. In isolated instances a problem will exist. But in 
most such industries—particularly where technological progress has been rapid— - 
the losses will be concentrated on the pre-1949 capacity. Bluntly, the government 


often is handicapping the wrong horse. In certain industries, to be sure, much of 


the pre-1949 capacity received similar tax treatment in World War II, but often 
the same companies benefited. 


A tendency in the current program favoring big business is suggested by an 
analysis of the investments certificated through August 18, 1951. Of the $9,287,- 
000,000 approved by that date, the approximate employment of recipient com- 
panies is known for $8,219,000,000. Of the latter amount 90.5 per cent had been 
granted to companies with more than 500 employees, and 74.3 per cent had 


18 The Treasury estimated that the $3,370,000,000 of investment on which 5-year amorti- 
zation was authorized through April 13, 1951 would, at tax rates in effect in mid-1951, cut 
tax revenues during the following 5 years by $1,800,000,000. Inquiry into the Policies, Pro- 
cedure, and Program Involving Granting of Certificates of Necessity and Defense Loans, 
Hearings, Committee on Expenditures in the Executive Departments, 82nd Congress, Ist 
sess., p. 337. 

19 Defense Programs, Supplement: Federal Aids for Facilities Expansion, Defense Pro- 
duction Administration, September 10, 1951, pp. 14-15. 

20 Quarterly Industrial Financial Report Series for All United States Manufacturing Cor- 
porations, Second Quarter, 1951, Federal Trade Commission and Securities and Exchange 
Commission, July 6, 1951, pp. 10-11. 
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been granted to companies with more than 2,500 employees.” That the larger 
companies generally have been more fortunate in obtaining action on their 
projects also is suggested by comparison of the average size of certificates 
granted and applications pending as of the beginning of the moratorium on 
August 18th. For the entire program, the average investment on applications 
granted was $2,791,000, and on applications pending it was $1,512,000. Passing 
over transportation and public utilities, the corresponding averages for each of 
the fields in which more than $400,000,000 of certificates has been granted were 
as follows: iron and steel production and fabrication, $7,369,000 and $2,571,000; 
chemical products except synthetic rubber, $4,009,000 and $2,404,000; gasolene, 
fuel oil and lubricants, $4,573,000 and $3,809,000; pulp and paper, $7,056,000 
and $4,064,000.” As yet it is too early to judge the effects of the moratorium, 
or of the modification in policy following its termination on October 19th.” 

A promising step toward protecting the competitive structure of our manu- 
facturing industries is the establishment of a Small Defense Plants Administra- 
tion under the Defense Production Act of 1951. Early in October, Congress 
appropriated funds to set up this agency, and on October 15, 1951 Mr. Telford 
Taylor was confirmed as Administrator. This new agency, of course, is patterned 
after the Smaller War Plants Corporation of World War II. Among its powers 
it is “authorized” to act as a prime contractor on defense orders, subcontracting 
to small companies which its own facilities check shows to be reliable.* However, 
no one today has authority comparable to that which was vested in the Chairman 
of the War Production Board, who could require that a procurement contract be 
let to the Smaller War Plants Corporation.2> An important weakness of the 


21 Data supplied by Office of Staff Service, Defense Production Administration, Novem- 
ber 21, 1951. 

22 Defense Programs Supplement, loc. cit. 

23 The moratorium did not reduce the number of applications approved, although it 
may have changed the order in which applications were reviewed. As of August 18, 1951, 
3,328 certificates had been approved, 1,580 denied, and 8,128 were pending. (Jbid.) During 
the 60-day moratorium 1,483 applications were granted. The majority of the ‘‘exemptions”’ 
to the moratorium did not provide incentives to construct additional facilities to meet 
some newly identified scarcity. On the contrary, they covered facilities upon which con- 
struction had been completed prior to passage of the Revenue Act of 1950. Unless a certifi- 
cate was issued within one year after passage of the act such investments are not eligible 
for favorable tax treatment. 

For most of the certificates granted during the moratorium the dollar amount of the 
affected investment is yet to be determined. (Wall Street Journal, October 18 and 19, 1951.) 

Thus no meaningful overall statistics are available. On one group of 214 applications for 
which dollar amounts were determined and published in the Journal of Commerce, Septem- 
ber 24, 1951, 56 per cent of the aggregate investment of $305,000,000 was projected by com- 
panies numbered among the 35 largest corporations in the United States. Finally, projects 
not begun by October 1951 will be very difficult to complete during the mobilization period, 
irrespective of whether certificates are granted. Without overriding priorities, materials 
will not be available for additional construction. (Wall Street Journal, October 18, 1951.) 

24 Amendments to Defense Production Act of 1950, Public Law 96, 82nd Cong. Ist sess., 
section 110, adding section 714 (b). 

25 U. 8S. Code Annotated Title 50 App. Sec. 1104 (f). 
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present Small Defense Plants Administration is the uncertainty of its continued 
existence, as it will require an Act of Congress to extend its life beyond June 30, 
1952. With Congress not reconvening until January, the administration thus 
far has received the comparatively small sum of $350,000 to meet the expenses 
of organizing and for developing its program.”* 

The concentration of production which has been set in motion during the last 
18 months will not be undone by any aid to small business. How serious will be 
the situation which emerges is as yet unknown. Many of the new plants are in 
the early stages of construction, and those which have been completed are largely 
engaged in war work. But we may expect that more markets will exhibit mutual 
forebearance of mature oligopolists, and that small companies in widely scattered 
fields will be under the shadow of the towering economic power of the very 
largest corporations. Monopoly tends to beget monopoly, as businessmen com- 
bine in self-defense, and there is reason for concern lest the current movement 
carry the American economy past a critical point, beyond which monopolies 
rapidly multiply. 


26 Supplemental Appropriations Act, Public Law 253, 82nd Cong. ist sess., Ch. X, p. 18. 


INTEGRATING THE LEADING THEORIES OF 
PLANT LOCATION? 


MELVIN L. GREENHUT 
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The theory of plant location has developed along two lines.” The first approach, 
which is largely Germanic in origin,* emphasizes the search for the least-cost site 
by abstracting from demand. It assumes competitive pricing, different costs 
among locations, and a given buying center. In conformance with its purely 
competitive framework, an unlimited demand for the output of any firm exists 
at the prevailing price, and all sellers have access to the buying center.‘ 

The second approach is an outgrowth of monopolistic competition analysis. 
In this theory, buyers are conceived to be scattered over an area rather than con- 
fined to a given consuming point. The cost of procuring and processing raw ma- 
terials is assumed to be the same everywhere, and each seller charges an identical 
net-mill price leaving delivered price to vary with the distance between consum- 
ers and suppliers. Sellers, by dispersing, thus gain control over buyers situated 
near their plants. In this analysis, demand for the output of a firm is accepted as 
a variable factor governed by the location of competitors. The market area ap- 
proach differs from the least-cost theory because it emphasizes the control over 
specific buyers that is offered by locations in a space economy.® 

The present paper correlates these two approaches. It presents an integrated 
exposition whereby both cost and demand influences are revealed as co-deter- 
minants of location. The objective is sought first by briefly examining the Weber- 
ian framework. The purpose of this investigation is to ascertain whether Weber’s 

1 The author wishes to acknowledge his indebtedness to the Research Foundation of the 
Alabama Polytechnic Institute for a grant and encouragement. 

2 A third type of theory may be contrasted with the two theories to be presented herein. 
This third approach would include the psychic income motive, as compared with the maxi- 


mum pecuniary profit theories that are to be integrated herein. See Melvin L. Greenhut, 
“Observation of Motives to Plant Location,” Southern Economic Journal, XVIII, pp. 225- 
228. 

’ See Johann Heinrich von Thiinen, Der Isolierte Staat in Beziehung auf Landwirtschaft 
und Nationalékonomie, 3rd ed., 1875; Alfred Weber, Uber den Standort des Industrien, Part I, 
Reine Theorie des Standorts, 1909. 

4 See Laurent Dechesnes, La Localization des Diversés Productions, 1945, p. 11. Dechesnes 
though indicating dissatisfaction with Weber’s theoretical and mathematical presentation 
praises the fact that Weber pointed out the two fundamental factors in plant serene 
production cost and transportation cost. 

But see August Lésch, Die réumliche Ordnung der Wirtschaft, 1944, who a criti- 
cizes Weber for disregarding the effects of location on demand and for assuming that each 
firm could sell its entire output at the given price. See pp. 11, 17, 18, 185. 

5See Arthur F. Smithies, ‘Optimum Location in Spatial Competition,’’ Journal of 
Political Economy, XLIX, 1941, pp. 423-439, for a leading article on the monopolistic as- 
pects of plant location. 
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system excludes spatial inter-relations or whether it is fully adaptable to a cost 
and locational monopoly pattern. Second, the analysis proceeds within a market 
area type of exposition. This study points out the inadequacy of a special or 
particular approach by illustrating the fallacy of a one-sided location theory; 
further, it shows how the Weber locational framework can be included within 
a model normally used for market area analysis. 


II 


It is manifest that Weber’s system excludes monopolistic locational advan- 
tages only under his given price (purely competitive) assumption; without it, 
Weber’s framework can be made to include some monopolistic aspects. Thus, 
with price a variable, the entrepreneur at the least-cost site can undersell his 
rivals and drive them out of the market; his location thereby offers monopolistic 
advantages. It is, however, equally manifest that this broader Weberian frame- 
work (each firm influences and controls price to some extent) is inadequate: 
(1) There is no reason for locating at other than the least-cost location;* the seller 
at this site can undersell his rivals and force them out,’ save where the market 
demand is so much greater than the possible supply of this firm as to offer profit- 
able entry for additional competitors. (2) It does not show the locational mo- 
nopolistic gains where the market demand for the output of a firm is so much in 
excess of plant capacity (managerial capabilities) as to offer profitable entry for 
other firms. This shortcoming is the result of Weber’s assumption of a point- 
formed buying center, an hypothesis which fails to reflect the fact that each seller 
is a locational monopolist to some degree, regardless of numbers and homogeneity 
of products. Weber’s presupposition of a given buying center rather than a market 
area necessitates this result, for the firm which is at the least-cost site monopo- 
lizes all buyers, if other firms are forced to locate at higher cost sites, and 7 
managerial limitations and diseconomies are not so pronounced as to permit 
competition from rivals. Reversing this last assumption suggests an opening 
for other competitors and thus a return to Weber’s purely competitive assump- 
tions. Such reversal points to an unlimited market for each firm, and it indicates 
a temporary situation where the firm at the least-cost site gains more by raising 
price than by lowering it.8 (3) The broader Weberian framework is exclusive of 
locational inter-relationships. For, if the seller at the least-cost site is unable to 
satisfy the demand, future sellers would seek the next available least-cost site; 
their choice of location would be independent of the presence of rivals. Because, 


6 As will be shown later, a high-cost location may offer greatest profits. 

7 The duopolist and oligopolist can become monopolists; the monopolistic competitor 
adds to his monopoly controls. 

8 The above discussion of open entry suggests the case where rivals may enter a market 
because of differentiation of products rather than because of managerial limitations and/or 
diseconomies of scale. In this event, the firm at the least-cost site acquires locational monop- 
olistic advantages through its ability to undersell rivals; it reaps a gain from lower cost 
and high cross-elasticities in demand; and accordingly, its location offers control over some 
buyers. Weber’s system meets the test of ‘‘monopolistic gains through location” when open 
entry is due to heterogeneity. 
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in the real world, a firm generally sells, at least to some extent, over a market 
area, a framework that is completely limited to a single buying point must be 
deficient. Market area models have the advantage of displaying spatial interde- 
pendence as well as of being able to suggest probable locations where majority 
sales are made to one buying center, with some sales extending over an area,® 
and vice versa.!° 


Ill 


Assume the following conditions: 
1. Buyers scattered equally between P-O’ (Figure 1). 
2. Freight rates proportional to distance." 
3. The freight rate on the raw material and/or the finished product is fixed; 
it does not vary with the quantity transported. (This assumption is main- 
tained throughout the article.) 


4. Freight cost on procuring each unit of raw material exceeds the cost of 
distributing each unit of final product. 
5. The cost of the raw material is constant; it does not vary with the amount 


of materials purchased. (This assumption is maintained throughout the 
article.) 

6. Marginal and average costs of processing the raw material are zero.” 

7. Demand is the same for all buyers. The demand curve is of the straight 
line variety, which decreases in elasticity as price is lowered. (This assump- 
tion is maintained throughout the article.) 

8. Sales are f.o.b. mill and are non-discriminatory. (This assumption is main- 
tained throughout the article.) 

9. The source of the materials is linearly west of the market; it is found at 
point O (Figure 1). 

10. Sales advantages are cost advantages; there are no special gains derived 
by locating proximate to the consumer. 


® There are some market situations in which firms sell almost entirely to one buying cen- 
ter. In these cases either the broader or pureiy competitive Weberian framework may be 
quite adaptable. But just as the weight of present day opinion appears ready to discard 
marginal utility analysis, so too, the Weberian locational triangles should be dropped if a 
broader type of model is available which may include them as well as other situations. 

10 It is significant to note that the market area-interdependence system suffers a minor 
deficiency; it requires an assumption of standardized products. To admit product differen- 
tiation weakens the generality of the theory, for such fact permits overlapping in market 
areas. This shortcoming does not irreparably damage the market area-interdependence 
system; it merely modifies the precise conclusions deduced from this theory. 

1 Tn order to achieve complete realism, the arms of the Y (which illustrate the freight 
rate in market area diagrams) should be made jagged and/or curved. But this type of pic- 
torial representation is quite unnecessary. There is no reason why the general conclusions 
arising from an assumption of rates proportional to distance should not apply to a more 
complicated world. Accordingly, this unrealistic assumption (freight rates proportional to 
distance), being methodologically cleaner, will be maintained throughout the article. 

12 The cost of the raw materials is included in the cost of procuring the material in the 
first model (see OXZ, Figure 1). 
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In Figure 1 the dotted line XZ represents cost of shipping the raw material. 
The straight lines CD and BE are the costs of transporting the finished product 
from sites A and A’. A location east of A, for example A’, is less profitable than 
the site at A. The firm will locate at or near the source of materials depending 
upon availability of sites. 


Price 


Locrrion 
Fieurt 1 


If now the fortuitous assumptions of zero marginal and average costs of produc- 

tion are relaxed, it may be hypothesized in their stead that such costs are con- . 
stant and positive at any location. Let it be further assumed that these production 
costs vary at the different locations, decreasing generally as distance from the ~~ 
material source increases. More specifically, any point on the ST curve (Figure 
2) represents the level of marginal and average costs existing at the particular 
location represented by that point. This level of costs is applicable for all outputs. 
(See RQ, R’Q’ and M’Q’, Figure 2.) AR is therefore the marginal cost of produc- 
tion at A, and A’R’ is the marginal cost of production at A’."* BE, as in Figure 1, 
represents the slope of the distribution cost, while XZ is the freight rate on the 
raw material; FL is then the composite sum of the procurement, distribution, 
) and marginal costs per unit of product for a plant located at A, while KL’ and 
HJ represent the same summations at A’ and P, respectively. Again, the pull of 
materials is dominant, though modified somewhat by the difference in the costs 
of the variable agents of production at the alternative sites. 


13 Marginal and average costs, as used in this model, do not include cost of raw material, 
but consist only of labor and other variable costs; the cost of raw materials is included in 
the cost of procuring these materials, which is shown separately (see OXZ). Fixed costs are 
assumed to be zero everywhere, and this assumption will not be relaxed in later models. 
Though rents, taxes, etc., differ generally in a real world, such variations are unnecessary 
complications for the principles sought in this article. 
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If now the cost of the material and its procurement is included in marginal 
cost, and the single seller charges the monopoly price less freight absorption on 
the finished product, Figure 2 can be transposed into Figure 3.4% dee @ 

Let AF represent the marginal cost at A; and A’K the same cost at A’.!® AG 
is the price at A, while AM is the monopoly price that would have been charged 
in the absence of freight cost on the final product. Correspondingly, A’M’ is the 
monopoly price at A’, and A’G’ the monopoly price less freight absorption. 


y' 
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Ficure 2 


GQ and G’Q’ are the respective f.o.b. mill prices plus transport costs to the dif- 
ferent buyers. As in the prior model, the delivered prices from A’ are less than 
those from A; sales are therefore greater at each point in the market and profits 
enhanced. 

In traditional economic theory, average cost is regarded as the summation of 
the average variable and average fixed cost. But to the buyer of merchandise, 
who is located at a distance from the seller, average cost of production is sup- 
plemented by the delivery charges on the finished goods. In the final analysis, 


“4 The costs at location P and the third dimension used in Figure 2 are dropped 
in Figure 3. 

18 Including the delivered cost of materials with other variable costs does not affect the 
constant nature of the marginal costs at A and A’; but it does affect the height of these 
costs. Now they are greater at A’ than at A (cf. AR and A’R’, Figure 2, with AF, A’K, 
Figure 3). This reversal is due to the cheaper cost of obtaining the material at A, a fact 
which obscures the greater “‘inefficiencies” of production at this location. 
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the sum of the procurement, processing, and distribution costs determine the 
plant location, ceteris paribus. 

Weber’s assumption that the demand for the product of a firm is formed at a 
point and that it is independent of the seller’s location fulfills the ceteris paribus 
condition mentioned above. In effect, it enables the same type of abstraction 
from space as has marked the general economic theory. Both the least-cost theory 
of plant location and the classical economic theory of value consider the market 
(buyers) as if it (they) were concentrated at a single point. Realistically, however, 
sales are made over an area which varies in size as rivals enter or leave. It follows 
that the spatial concept of the least-cost location must include the demand curve, 
the magnitude of which varies among locations; otherwise expressed, the number 


Y 
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Ficure 3 


of buyers and/or dollar value of sales potential increase or decrease as location is 
changed. These factors are variables in spatial analysis; which, by considering 
sales receipts, offers in the place of Weber’s least-cost location, the maximum- 
profit or real least-cost location. 

The maximum-profit location (real least-cost location) is that site at which 
the spread between total receipts and total costs is the greatest. This location is 
not necessarily at the place where the commodity can be produced at the lowest 
possible cost, inclusive of freight on the finished product to a given point m miles 
from the seller’s factory. In fact, considering all practical size plants, the mini- 
mum point on the average cost curve (including freight on the final product over 
m distance) at the maximum-profit location may be in excess of the lowest cost 
of producing (and shipping) the product elsewhere. The significant comparison 
lies in the fact that the sales output which maximizes profits at the most profitable 
site cannot be duplicated elsewhere, except at higher total cost (including freight 
on the final product). By definition the maximum-profit location (real least-cost 
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location) is that site from which a given number of buyers (whose purchases are 
required for the greatest possible profits) can be served at the lowest total cost.!® 
This concept, which may include spatial implications, is indeed a broad inclusion. 
It is shown diagrammatically in Figure 4. 


p’ 
Cost 
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Figure 4 


The abscissa, in this figure, represents distance from any factory “to a given 
number of buyers and/or sales receipts.’’ The delivered cost from the factory is 


16 While Weber’s least-cost location fits the above definition, it completely fails to convey 
spatial implications. (See Section II.) For example, the minimum point on the average cost 
curve of the firm at Weber’s least-cost location may be in excess of the least-cost combina- 
tion elsewhere. But, (1) the greater amount of sales obtained by the firm at Weber’s op- 
timum location (which quantity makes it the most profitable location and hence the least- 
cost location at this output) is due to the equation between marginal cost and average 
revenue; the greater amount of sales obtained by the firm at the maximum-profit location 
may be due to a more profitable average revenue curve, which is, itself, an expression of 
the larger market area served by the firm at the maximum-profit location. This firm equates 
marginal cost with marginal revenue; (2) Weber’s least-cost location meets the definition 
of the maximum-profit location only under the assumption that one site suffers disecono- 
mies of scale at such a very small output that another site may yield greater profits at a 
larger output, thus being the least-cost location at that output. And while Weber’s agglom- 
erating advantages (especially economies of scale) impart validity to this idea, his frame- 
work limits the unity between the least-cost location and the maximum-profit location to 
such types of factor advantage. The maximum-profit location is not limited in this regard; 
it may also offer savings in freight cost to more distant buyers. A precise definition of Weber’s 
least-cost location must emphasize the cost of procuring, processing, and distributing goods 
to a given buying point. 
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shown on the ordinate. SP represents the delivered cost from a factory at the 
maximum-profit location; OP’ is the delivered cost to buyers from a factory not 
so favorably situated.” Broadly speaking, the maximum-profit location may be 
the one where total cost to buyers, who are located m distance from the factory, 
exceeds the like cost from another location, but which cost, for example, per 
thousand buyers and/or per thousand dollars worth of sales, is less than that 
offered by other locations. Shipments by eastern manufacturers to west coast 
buyers via Panama canal, as compared with the all rail transport to these buyers 
from mid-western sites, illustrates the idea. 

This definition of least cost is all inclusive. Not only are the transier charges 
on final goods considered, but also, the presence of competitors is inherently 
included. This fact may be clearly seen by the following thought. 

In the absence of competitors, more buyers may be serviced within a given 
distance from the factory than if there were competing rivals seeking sales to the 
same buyers. It follows that if B locates subsequent to A and does so at the same 
place as A, more (sufficient) sales at lower costs are generally expected. Any other 
location is less favorable. Should B, on the other hand, locate elsewhere, the an- 
tithesis to the above expectation is generally the case. From the standpoint of the 
locating firm, minimum cost of production is not the objective; nor for that mat- 
ter is lowest total cost including transport charges to a point m miles from the 
factory; rather, minimum total cost, as compared to sales, is the desired end. 
The maximum-profit (real least-cost) location fulfills this objective. 


IV 


Following in the line of tradition set by von Thiinen and Weber, the least-cost 
approach has stressed such problems as the respective pulls of the material and ~ 
market, the influence of labor, taxes, efc., on the plant location. Under the 
ence of Hotelling, other writers have emphasized the demand and competitive 
side of plant location. In a sense, the least-cost school has been concerned pre- 
dominantly with the location of any concern as governed by costs. The inter- 
dependence school of thought takes up from that point; it seeks to explain 
the conditions under which firms, within a given region, will be mutually repulsed 
or attracted in their search for maximum demand. These divergent approaches, 
as commonly interpreted,"* can be subjected to diagrammatic analyses. Figure 5 
illustrates the lack of correlation between these two approaches. 


17 The delivered cost includes the average cost of producing a unit of goods plus the 
freight cost on delivering this unit to the consumer. 

The increasing separation between SP and OP’ (to the right of the intersection) may be 
explained as follows: (1) different modes of transport, or (2) different freight rate systems, 
and/or (3) different numbers of buyers. 

18 See S. Weintraub, Price Theory, 1949, p. 287. Professor Weintraub expresses the view 
that Hoover’s Location of Economic Activity narrows the gap between the literature on spa- 
tial competition and the theory of industrial location. The only way of interpreting this 
remark is to presume that the writer accepts the Weber type of analysis on plant locations 
as a simple least-cost presentation, while Hoover’s presentation is regarded as a real least- 
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Let the OY axis represent unit cost of production and distribution at different 
locations. As used here, unit cost is the average cost of transporting a unit of 
raw material and manufactured goods m miles,!* plus the average cost of process- 
ing the material. It is further assumed that there are no economies or disecono- 
mies of scale, and, in fact, that regardless of location, only a given output can be 
produced and sold.”° It follows that any movement upward from the origin indi- 
cates an increase in unit cost of production plus unit cost of procurement and 
distribution. Under the “simple” approach to least-cost locations, such movement 


Y 


Unit 
Cost 


Unit REVENUE 
Fieure 5 


away from zero indicates a failure to locate in accordance with material, market, 
labor pulls, and other cost factors. Seemingly, it would be non-economic. 

The abscissa is termed the unit revenue. Any movement to the right from the 
origin signifies an increase in unit receipts, or, in other words, a higher net-mill 


cost theory. In other words, Weintraub considers Weber’s least-cost location to be the site 
from which goods may be delivered to the given buying center at the lowest cost. But 
Hoover’s least-cost location is apparently regarded in the same sense as my definition of the 
maximum-profit (real least-cost) location. This interpretation follows naturally the differ- 
ence between Weber’s assumption of buyers located at a point and Hoover’s discussion of 
market areas. 

19 Tt is assumed that there is one source of supply and one consuming center, both of 
which are situated at different points in a linear market. 

See Stephen Enke, ‘‘Space and Value,’’ Journal of Political Economy, XLVI, 1942, pp. 
627-637, 629-630, wherein he describes the case of consumers situated at a given point. 

20 Demand is thus conceived to be infinitely inelastic. 
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price.” The ordinate is in accord with the simple concept of the least-cost location; 
the abscissa, in turn, suggests locational interdependence.” 

The OL curve in Figure 5 is drawn at a 45 degree angle, (G). It is the line of 
indifference. Any movement along this line increases unit revenue and unit cost 
by the same amount. 


The OT curve is positive in slopes; its angle @ is less than angle ©. Unit revenue 


increases more than unit cost at many locations on this curve.* It follows that 
the curve OT represents a series of locations where gains can be reaped at higher- 
cost sites. The unit cost of producing the commodity and of procuring and dis- 
} tributing it m miles is greater at sites to the right of O than at O; nevertheless, 


profits are enhanced.”® 


This illustration represents the special case where a firm could have located 
at a point of lower costs, with respect to customers at a given distance away 
from the seller’s plant, but in considering the aggregate demands, profitably 
moved elsewhere. The location decision as ultimately viewed therefore involves a 
balance between access to buyers and net-mill cost.?* 


21 In order to make location and price fully comparable, it is assumed that the mill which 
charges a higher net price delivers at a higher total price to the same group of buyers as the 
mill which quotes the lower net price. The higher net-mill price is the result of contact ad- 
vantages, such as speed of service; the buyers’ demand for the product of a firm strengthens 
or weakens as the seller shifts his location. 

22 A full representation of locational interdependence requires more than a mere display 
of contact advantages. It would have to show a demand curve which shifts to the left or 
right with a change in the seller’s location. Under this broad representation, the simplifying 
assumption of given production and sales, as well as the hypothesis of point forming sup- 
ply and consumption centers, would have to be discarded. In turn, a more complicated 
analytical device, framed in a total cost and total revenue pattern, would be required. 
| See Enke, op. cit., p. 630, wherein he discusses the case of spatial separation “hye aa 
: (several consuming points), and see Lésch, op. cit., p. 14, wherein he states that sales (quan- 
tity taken times unit price) may vary with location, and, therefore, cost is not the sole 
determinant. 

23 Indicated by any point on this curve. 

24 The site of greatest profit is the point of least slope cn the OT curve. 

25 The OS and OS’ curves, in Figure 5, represent the cases where the only feasible loca- 
tion is the one of least cost. 

26 It might be observed that the difficulty in the use of the term least cost is a typical 
illustration of the effect of spatial concepts in the oftentimes non-spatial world of economic 
theory. In the absence of freight, least cost refers to the lowest average cost of production. 
But as soon as freight cost becomes an element of price, the least-cost location changes its 
meaning; it then refers to the place from which total delivered-to-customers cost is least, 
given equal sales receipts for all firms. 

Besides causing terminological difficulties, the concept of space requires different as- 
sumptions than those used in non-spatial economics. For example, the cost theory of loca- 
tion requires an abstraction from demand. This need is met by assuming a constant demand 
at point-formed consuming centers; an assumption which is, itself, an abstraction from 
space. The interdependence theory, on the other hand, emphasizes the factor (demand) 
assumed away by writers who are primarily interested in other location determinants. 
(See H. Hotelling, ‘‘Stability in Competition,’’ Economic Journal, XXXIX, 1929, pp. 41-57; 
A. P. Lerner and H. W. Singer, ‘‘Some Notes on Duopoly and Spatial Competition,’’ Journal 
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The definition of the maximum-profit location may be further illustrated by 
the pictorial device used earlier in this article. This type of representation (Fig- 
ure 6) shows locational interdependence. It assumes that there are several sellers 
at the least-cost site, and that the buying market extends from A to O’. AF repre- 
sents the marginal cost of the several sellers at A; AG is the price charged by 
each of these sellers; and AM is the price that would have existed if all buyers 
were located at A. The demand curve at the buyer’s factcry is a straight line 
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Figure 6 
decreasing in elasticity. The demand of the buyer, as it appears to the seller under 


an f.o.b. mill delivery, is the same demand curve reduced in size by freight cost. 
Each seller has divided the market equally.” 


of Political Economy, XLV, pp. 145-186; A. Smithies, op. cit.; M. Copeland, ‘(Competing 
Products and Monopolistic Competition,’’ Quarterly Journal of Economics, LV, 1940-41, 
pp. 1-35. Each of these writers assumes a different type of demand curve; each derives a 
different location for a firm seeking maximum profits.) 

27 In Figure 27-1, two sellers have anticipated the entire market demand to be YD. As 
divided equally, each one regards YB as the demand for his product. Subtracting average 
transport costs over } the length of the buying market (AO’ Figure 6) leaves the net de- 
mand for each seller’s product. Thus the average revenue curve at the seller’s factory is 
equal to MD’. Marginal revenue for each seller is shown by MR; AG is the price which maxi- 
mizes profits. 

See Weintraub, op. cit., pp. 161, 162, where in discussing and diagramming Cournot’s 
duopoly, it is stated that the relevant demand curve for the second firm is derived by sub- 
tracting laterally the influence of the first firm from the total market demand curve. 

Under monopolistic assumptions (as in the present model) this procedure cannot be 
followed; the height of the ordinate must remain the same. The only way of showing the 
presence of a competitor in this type of case is by a westerly movement along the abscissa. 
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GN (Figure 6) represents cost of transporting the finished product from A. 
Assume further that at location 8, marginal costs are equal to SR, price is ST, 
and price in the absence of freight would have been SU. Delivered price is TJ, 
TL. The location at S may prove more profitable than a location at A. 

It is worthy of note that this type of pictorial representation may include 
Weber’s special case of plant location. Thus, if the market were assumed to be 
formed at a point, for example at O’ in Figure 6, the Weber least-cost site would 
be at 8. This figure also has the advantage of admitting locational interdepend- 
ence into the conceptual picture. For, if it is assumed that two rivals are con- 
sidering a location in the K-O’ region, it can be shown that one may locate slightly 
east of S and the other at a somewhat greater distance to the west of 8.” Site- 
selection of firms depends largely upon freight rates, the shape of the marginal 
cost curves, the competitive history of the firms, the elasticity of demand for 
the product, and the respective conjectures on cost at alternative locations. 


The analysis presented in this paper leads to the conclusion that the theories 
of the least-cost location and the interdependent location are, despite their 


y 
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28 Under the assumptions of (1) an identical straight line demand curve of negative slope 
for all buyers, (2) non-discriminatory f.o.b. mill pricing, (3) equal freight rates at all loca- 
tions, (4) equal and constant marginal costs of production at all locations, and (5) perfect 
knowledge, two firms would seek the first and third quartile locations in respect to the 
K-O’ market. (See Smithies, op. cit., pp. 429-432.) 

29 The concept of the market area is the force which leads the Hotelling school into the 
problem of demand and spatial interdependence. The assumptions of given price and 
buyers concentrated at a point enable the Weberian disregard of sales and interdependence 
as location factors. 
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differences, quite similar; both emphasize the search for the site which offers 
the greatest spread between total costs and total revenues. It is really the assump- 
tions that differ.2® Though Weber explicitly ignores spatial inter-relationships of 
demand, it is nevertheless the case that this factor is inherent to his system. Any 
producer, in deriving his least-cost location, must choose first among buying 
centers.*® The determination of the best consumption point (area) involves the 
concept of demand, or otherwise expressed, it is the location of competitors which 
predetermines price and sales at any buying point for any firm. In this sense, 
both schools are concerned with a given dollar volume of sales at least cost. Loca- 
tion in the backyard of rivals is therefore self explained; more customers, or the 
same number of customers (assuming all buyers have identical demands), can 
be served at price “‘P” and cost “X” than is possible from any other location. 
From this standpoint, the finding of the least-cost theory matches the conclusion 
of the interdependence theory of location. They both may over-exaggerate the 
importance of the site offering greatest profit potential. Considerations other 
than maximum profit potential guide some plant locations.” 


3° It should be pointed out at this time that the buying center which promises greatest 
profits is not always the one selected. See M. Greenhut, op. cit., pp. 226-227, case study five, 
where the principle of the minimax, as related to psychic income, guided the selection of 
the market area. 

31 See Greenhut, loc. cit., for empirical findings supporting this view; and see von Neu- 
mann and Morgenstern, The Theory of Games and Economic Behavior, 1947, pp. 94, 95; 
Jacob Marschak, ‘‘Rational Behavior, Uncertain Prospects, and Measurable Utility,’’ 
Econometrica, XVIII, 1950, pp. 111-141, 139; A. Alchian, “Uncertainty, Evolution, and 
Economic Theory,” Journal of Political Economy, LVIII, 1950, pp. 211-221, 213, for the- 


oretical discussions which emphasize the importance of considerations other than maximum 
profits. 
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THE OUTLOOK FOR AGRICULTURAL PRODUCTION 
AND CONSUMPTION* 


TILFORD C. GAINES 
Florida State University 


This memorandum tries to supply an answer to the question of the size of our 
agricultural surpluses five years from now, assuming the continuation of parity - 
price legislation of substantially the present scope. The study grew out of an 
attempt to determine whether the government’s agricultural price policy as 
presently constituted must necessarily involve ever-larger commodity surpluses 
and continued large treasury outlay for price support. The conclusion is reached 
that, as regards most agricultural products, supply and utilization could be 
brought into balance under existing policy, and that unwieldly surpluses are not 
a necessary corollary of this policy. 

The study was substantially completed before the Korean crisis.' At this point, 
it is impossible to determine the effects of the developments during the past 
few months upon the analysis presented below. However, it seems certain that 
the major conclusion—that continued large surplus accumulation is unlikely— 
will not be invalidated. Rather, it is probable that this conclusion has been rein- 
forced by recent events.” 


I. INTRODUCTION 


Over the past two years, extremely high levels of agricultural production have 
served to depress farm prices, and the government-owned Commodity Credit 
Corporation has been compelled to engage in extensive loan and purch: Ta- 
tions in order to fulfill its price maintenance obligations. In fiscal 1949, net 
outlay by the CCC for price support was approximately 2.3 billion dollars (in- 
cluding realized losses and expenditures for loan and inventory accretions); the 
figure for fiscal 1950 will probably be in excess of 1.5 billion.* By March 31, 
1950, total CCC loan and inventory holdings had reached 4.0 billion dollars and 
it had been necessary to request that Congress increase the Corporation’s bor- 


* This article was written while the author was on the staff of the Federal Reserve Bank 
of New York. The views expressed do not necessarily represent those of the organization 
with which the author was associated. 

1 Estimates of production and disappearance appearing in the following pages were made 
in the first four months of 1950. Since the estimates are intended to be averages for the five- 
year period 1950-54, no attempt has been made to adjust them in line with later reports 
for the 1950 crop. However, 1950 data have been presented in the text and in footnotes for 
purposes of comparison with the previously derived estimates. 

2 Mr. Donald Henry of the Federal Reserve Bank of St. Louis has made the excellent 
point that the opposite conclusion is justified since, for many crops (e.g., cotton), the De- 
partment of Agriculture may attempt, for reasons of national security, to accumulate 
large stocks rather than direct its policy to minimizing outlay. 

3 Price support expenditures by the CCC in fiscal 1950 were $1,432 million. See the CCC, 
Report of Financial Conditions and Operations, for June 1950. 
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rowing power from 4.75 to 6.75 billion dollars in order that funds might be 
available for supporting the 1950 crops. 

The agricultural surpluses mentioned in the preceding paragraph have been 
accumulated despite a population increase of nearly 15 per cent since 1940 and 
despite slightly higher levels of per capita consumption of farm products. The 
composite index of all food and non-food farm production in the United States 
in 1949 was 140 per cent of the 1935-39 average. In the face of such a situation, 
a national agricultural policy based upon the support of farm prices through 
supply limitation must be subject to severe pressures. 

It has been suggested by many observers that American agricultural policy 
is unsound and must eventually collapse under the weight of unwieldly farm sur- 
pluses. This paper is intended to examine the situation in agricultural produc- 
tion in order to determine whether or not it seems probable that the CCC will 
continue to accumulate surpluses over the next few years. The technique utilized 
was to assume that the control powers granted the Secretary of Agriculture 
would be applied, and, operating from this base, to make projections for the 
production and consumption (plus exports) of the most important agricultural 
commodities for the period 1950-54. 

Many other assumptions and simplifications—in addition to the assumption 
that production control techniques will be used when necessary—have been 
adopted in making the forecasts for 1950-54 in this paper. In the first place, it 
was necessary to assume (whenever the assumption was justified) that a high 
level of producer compliance with production controls will be obtained. Judged 
upon past experience with such controls, this is a reasonable expectation for 
most crops. Also, weather conditions comparable, on the average, with the 
weather of the 1940’s (rather than with the less favorable experience of the 1930’s) 
were assumed. While it was expected that technological progress would continue 
in agricultural production, radical improvements resulting from innovations 
were not included in the forecasts. Finally, it was assumed that per capita dis- 
posable real income will average close to the 1949 level, that population will 
grow at a rate of approximately 1.5 million persons per year,‘ and that per capita 
consumption of the various products will approximate the pattern (including 
observable trends) of the past two decades.® 

Estimates of farm production and consumption of farm products are pre- 
sented in Section II. That section is preceded by a short summary of the parity 
price legislation which applies to a large segment of farm production. In the final 
section of the paper an attempt has been made to forecast net CCC expenditures 
for loans and purchases in 1950-54. 


4 This rate of population increase would involve an over-all growth from 150.5 million 
in 1950 to 156.5 million in 1954. Recent long-term projections of the Bureau of the Census 
indicate that this is a conservative estimate. Where necessary, the effects of age distribu- 
tion within the population upon the per capita consumption figures have been indicated 
and, very roughly, adjusted for. 

5 Also, of course, the forecasts are based on the existence of world peace and “normal”? 
international trade. 
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Il. PARITY PRICE LEGISLATION 


Under present law, the United States Government, through the CCC, has 
guaranteed to support the 1950 prices of basic agricultural commodities® at 90 per 
cent of parity,’ and the prices of many other farm products have been assured 
support at levels ranging from 60 to 90 per cent of parity. Prices of agricultural 
commodities are prevented from falling more than moderately below support. 
levels by CCC purchase operations and by “nonrecourse” loans (either made or 
guaranteed by the CCC) to producers. Thus, supplies of price-supported com- 
modities that are not absorbed by the market at the support price are acquired 
by the CCC and become inventory or loan stocks of that organization. 

In order to be eligible for price support, however, producers of any given 
commodity must agree to limit production in conformity with output goals 
whenever the Department of Agriculture finds it necessary to establish such goals 
in order to balance production with domestic consumption plus prospective ex- 
ports. After 1950, the present law provides that somewhat greater flexibility in 
setting price-support levels for basic commodities is to be granted the Depart- 
ment of Agriculture. The long run provisions of the law provide that after 1952 
basic commodity support levels are to range between 75 and 90 per cent of parity, 
with the actual level determined by whether the commodity is expected to be in 
surplus or short supply during the coming year. Therefore, government price- 
support policy includes administrative controls in the form of acreage or output 
restrictions and provisions for price incentives to be used in adjusting supply to 
demand and in preventing persistent surplus accumulation with the CCC. 

In line with the discussion of the preceding paragraph, a problem that arose 
in making the forecasts of Section II might be mentioned at this point. When 
acreage restrictions are imposed on any particular commodity, the factors of - 
production thus freed may be shifted to the production of other crops. “Thus, 
acreage taken from corn or cotton may be utilized in the production of oats, 
soy-beans, flaxseed, etc. For this reason, there is a tendency for production con- 
trols to spread from commodity to commodity as surpluses develop in areas not 
previously subject to control. While the degree of shiftability of factors among 
products does not lend itself to precise measurement, an attempt has been made 
in the remaining sections of the paper to make an allowance for increased CCC 
expenditures for the support of “other” commodities as factors are shifted to 
them from the basic commodities. 


6 Corn, cotton, peanuts, rice, tobacco, and wheat. 

7 The parity price for a commodity has been that price which would give the seller of one 
unit (bushel, pound, etc.) of the commodity the same purchasing power in terms of the 
things farmers buy as in the base period, usually 1910-14. ‘‘Parity price’’ has been redefined 
under the Agricultural Acts of 1948 and 1949 to provide that the parity price of any commod- 
ity shall be adjusted in line with the ratio between the average price level of that commodity 
in the preceding ten years and the average level of all agricultural prices in that period. Thus 
whereas the ‘‘old’’ method of computing parity prices froze agricultural parity price rela- 
tionships in the pattern of the base period, the “‘new”’ formula adjusts the relative purchas- 
ing power of the various commodities to the patterns of the preceding ten years. 
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COMMODITY FORECASTS 


Table 1 shows the distribution of CCC commodity holdings as of April 30, 
1950. It will be noted that three commodities—cotton, corn, and wheat— 
account for nearly 75 per cent of all CCC price-support holdings. These com- 
modities, and also tobacco and fats and oils, which account for an additional 12 
per cent, are discussed separately. Among the products not covered specifically 
in the table or in the following discussion but of some importance in CCC expend- 
itures are the feed grains other than corn (oats, barley, and grain sorghum). 
representing 195 million dollars, or nearly 38 per cent, of the “‘other’’ category 


TABLE 1 


Commodity Credit Corporation: Quantity and Value of Commodities Pledged for Loans and 
in Price-Support Inventory, as of April 30, 1950 
(Value in millions of dollars*) 


PLEDGED FOR LOAN IN INVENTORY TOTAL INVESTMENT 
COMMODITY UNIT OF MEASURE 
Quantity; Value (Quantity; Value (Quantity| Value 

Million bushels 543 $742) 255 $390; 798 | $1,132 
Thousand bales | 2,000 283) 3,584 607| 5,584 890 
err Million pounds 332 133 3 1) 335 134 
Million bushels 305 604; 127 316} 432 920 
Fats and oilsf.........  — 301; — 364 
— 122) — 396} — 518 
$1,947) — $2,011; — $3,958 


* Value of commodities pledged for loans is taken as the amotint actually loaned on 


them by the CCC. Value of inventory stocks is the cost of acquisition plus accrued carry- 
ing charges. 


t Includes: peanuts, butter, cottonseed, flaxseed, linseed oil, and soybeans. 


Source: Commodity Credit Corporation, Report of Financial Condition and Operations, 
April 30, 1950, p. 3. 


in Table 1. Conclusions with respect to these commodities are implicit in the 
later discussion of the outlook for corn and meat production. 

A. Cotton: The supply of raw cotton available in the United States climbed to 
21.4 million bales in the 1949 crop year,’ (including carry-over of 5.3 million, 
new production of 15.9 million, and imports of 0.2 million bales) from a postwar 
low in the 1947 crop year at 14.4 million running bales. Since this supply was well 
in excess of expected domestic consumption plus exports, marketing quotas were 
adopted for the 1950 crop to reduce acreage in cotton nearly 20 per cent. Yields 
on this acreage approximating the average yields for the past ten years would 
have given new production in 1950 of about 12 million bales. This is less than the 
estimated 14.8 million bales withdrawn from stocks in 1949-50,° and indicates 


8 The crop year for cotton starts at the beginning of August; thus, the 1949 crop year runs 
from August 1, 1949 through July 31, 1950. 
® Domestic consumption, 8.9 million bales, and exports, 5.9 million bales. 
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that, should consumption and exports be sustained, total carry-over in cotton, 
even with full planting of the allotment, would have been substantially reduced 
by the end of the 1950 crop year. More recent estimates of the Department of 
Agriculture indicate that actual acreage planted in 1950 has been cut 30 per cent. 
below 1949 and output is forecast at but 10 million bales. 

Assuming that cotton acreage over the period 1950-54 averages slightly more 
j than 22 million (the acreage allotment for the 1950 crop), with normal weather 
and average yields, production over the five-year period should average somewhat 

in excess of 12 million bales per year.!° The assumption that acreage goals will 
) be maintained near the 1950 level can be justified since, if the following forecasts 
; of consumption and exports are approximately accurate, average production 
from this acreage should very nearly balance utilization, with an over-all lower- 
ing of carry-over stocks." 

It is estimated that domestic consumption in 1950-54 will average 8.4 million 
bales per year. Estimates of domestic consumption were derived by applying a 
’ projected value for “per capita weight of cotton products made available for 
domestic consumers.” to the estimated population in each of the five years. 
Per capita consumption is a positive but highly erratic function of disposable 
income, and the per capita figure (28 pounds) used in this estimate, while some- 
what lower than consumption for the postwar period, is in line with the level 
. of consumption during past periods of prosperity and high disposable income." 

Utilization in domestic consumption of 8.4 million bales out of estimated an- 
nual production of 12 million would leave 3.6 million bales each year that would 
have to be exported in order to avoid further accretions to carry-over. United 
States raw cotton exports between 1900 and 1934 ranged from approximately 6 
million to 10 million bales per year. For a number of reasons, exports dropped to 
an annual average of slightly more than 5 million bales in 1935-40; and, rey, 
as the result of war conditions, exports in the period 1941-45 averaged only 1.4 
million bales annually. In 1945-47 exports averaged 3 million bales, and in the 
last two crop years they reached the prewar average. 

It would seem that the relatively low level of cotton exports in the early post- 
war years was a reflection of the generally depressed level of international 
trade in raw cotton and of the economic prostration of Germany and Japan, 
important prewar consumers of cotton, rather than indicative of a loss of world 
markets by American producers. Foreign production of raw cotton in 1949 was 


10 No adjustment has been made for better yields per acre resulting from the acreage 
reductions. Historical data indicate no necessary relationship between acreage planted 
and yield per acre. However, adjustment was made for the secularly improving yields 
apparent in the data on cotton production. 

11 A desire to increase cotton stocks for purposes of national security as well as the sus- 
tained foreign and domestic demand for American cotton has caused the Secretary of Agri- 
) culture to set a ‘‘goal’”’ of 16 million bales for the 1951 crop. 

12 See Cotton Textile Hi-Lights, the Cotton Textile Institute, April 1949, p. 7. 
18 The steadily high levels for per capita consumption during the past few years indicate 


that in most of its uses cotton will not be replaced by competing fibers, at least not in the 
very near future. 
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still but 80 per cent of the 1935-39 average, and recovery, especially in Asia, 
has been slow. Therefore, as long as American cotton is, price-wise, interna- 
tionally competitive, it is highly probable that foreign demand for American 
cotton will remain strong, at least for the duration of E.C.A. Further, continued 
improvement in the dollar supply situation would serve to remove much of the 
pressure for development of alternative sources of cotton supply. In view of these 
considerations, it would appear that an estimate for United States cotton exports 
of 4 million bales per year over the period 1950-54 would be a conservative, 
defensible forecast. A substantially higher level is very possible. 

Should domestic consumption and exports approximate the levels forecast 
above, cotton stocks would be reduced, or at least not increased, over the next 
few years. This would mean that CCC expenditures for cotton price supports 
(other than seasonal loans) would be eliminated and, possibly, CCC stocks would 
be reduced. 

B. Wheat: Bumper wheat crops in 1947 and 1948, plus declining exports in 
1949-50, have created a surplus which by the end of the 1949 crop year (June 
30, 1950) was responsible for a carry-over of approximately one-half an average 
crop. Acreage allotments were imposed for the 1950 crop which reduced planted 
acreage nearly 13 per cent below the all-time high of 83.2 million acres in 1949; 
with yields equal to the average of the past ten years, this acreage would have 
produced a crop as large as that of 1949, when yields were low. However, 
drought and insects in the Southwest have reduced expected yields, so that the 
1950 crop may be 150-200 million bushels below the 1949 production of 1,146 
million bushels. 

For the estimates in this paper, it was assumed that seeded acreage in 1950-54 
would average 72.8 million and that yield per acre would average 16 bushels. 
Production, then, is forecast at between 1.1 and 1.2 billion bushels per year 
over the period, with the 1950 crop falling slightly below 1.0 billion bushels. Of 
course, the development of widespread drought conditions—a possibility, in 
view of the difficulty in the Southwest this year—would invalidate this fore- 
cast. 

It is possible that the forecast for seeded acreage is too high, since production 
on this acreage, as developed in the following paragraphs, would involve per- 
sistent surpluses. However, Congress this year has indicated that it will resist 
too sharp acreage cuts on any one commodity, and, further, it is not at all clear 
that wheat plantings below the forecast, over a significant acreage range, would 
reduce output below the forecasts for annual average output. Commerical wheat 
production is a highly specialized activity employing land, labor, and equipment 
resources that are specific to this activity and that can not readily be shifted to 
other products. Thus, acreage taken from wheat production in any year would 
probably be allowed to lie fallow, and with more extensive fallowing average 
yields per acre might well rise, after a few years, to a point that would offset 
the effects of the acreage reductions upon total production. Within reasonable 
limits, an erroneous estimate for seeded acreage should not influence the con- 
clusion of this paper. 
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Domestic consumption of wheat for food, feed, and seed is highly stable and 

may be forecast with some confidence at slightly more than 700 million bushels 
per year.“ Subsidized feeding of wheat to livestock or increased industrial use 
might increase this figure somewhat, but it seems improbable that domestic 
? wheat utilization will be significantly more than the forecast. 
; Production of 1.1 to 1.2 billion bushels of wheat per year, over the period 1950— 
54, with domestic consumption at 700 million bushels per year, would leave some- 
‘ thing more than 400 million bushels for export and/or stocks. United States net 
wheat exports had never been this high over any five-year period prior to the 
Second World War. The previous peak was reached in 1917-21 at 216 million 
bushels per year, and this had fallen to an average net export figure of 64 million 
bushels by 1937-41. Inclusive of military purchases and shipments, exports 
averaged 425 million bushels in 1945-49, but exports in 1949-50 were down to 
300 million from the peak of 500 million bushels in 1948. This movement will 
i probably continue. By July 1949, stocks in the principal exporting countries'® 
| had recovered from the 1946 low of 387 million bushels to 652 million bushels, 
' 42 per cent above the 1935-39 average. Also, by 1949 production of wheat out- 
side the United States had increased to within 4 per cent of 1935-39 average pro- 
duction, and further expansion is planned. In short, world production and stocks 
have increased satisfactorily from the war-engendered shortages, and there is 
little reason to expect United States commercial exports of wheat to remain at 
t their postwar levels. 

Thus, while more than 400 million bushels of wheat may be available for ex- 
port in 1950-54, it is improbable that actual exports will be much above the 213- 
35 million bushels guaranteed under the International Wheat Agreement—and 
even this is subsidized. Should the production, consumption, and export forecasts 
for wheat be accurate, therefore, the CCC must expect to acquire nearly 200 
million bushels per year over the period 1950-54. As Table 4 indicates, this vould 
mean CCC stocks of nearly one billion bushels by 1954. ‘ 

C. Tobacco: The production of tobacco is closely regulated, subject to rigid 
annual marketing quotas, providing a stable supply of the commodity. At the 
same time, consumption demand for tobacco has an increasing secular trend 
and, presumably, is quite inelastic with respect to both price and income changes. 
Tobacco with its closely controlled production and predictable demand provides 
probably the best example of agricultural adjustment under government policy. 

Tobacco production in 1950-54 is estimated at an average annual volume of 
2.0 billion pounds. This is approximately the level of production that has existed 
since 1944, and with very rigid production controls there is little reason to expect 
output to expand beyond this level in the immediate future. However, should 
foreign or domestic demand for United States tobacco improve for any reason, 
output could be stepped up almost at will. 


14 Under the present structure of support prices, wheat is not competitive with the feed 
grains except for special feeding purposes. However, with a narrower spread between, e.g., 
corn and wheat prices, considerably more wheat might be fed to livestock. 

15 Canada, Australia, Argentina, und the United States. 
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Domestic consumption of American tobacco is expected to average 1.5 billion 
pounds per year from 1950 to 1954. Since consumption from 1944 through 1949 
averaged 1.4 billion pounds, the expected increase in domestic tobacco consump- 
tion is moderate. The very large population bulge of the 1940’s will not make it- 
self felt in tobacco consumption before the middle of the 1950’s. The only reason 
for increased total consumption would be either a larger proportion of smokers 
among the adult population, or more tobacco consumed per smoker. These two 
factors, it is believed, operate only gradually, and significantly expanded domes- 
tic tobacco consumption can not be expected before the children of the war dec- 
ade reach maturity. 

Tobacco exports, on the other hand, are subject to quite substantial fluctua- 
tion. Exports are forecast to average 450 to 500 million pounds per year, ap- 
proximately accounting for the difference between expected production of 2.0 
billion and domestic consumption of 1.5 billion, but this forecast is subject to 
serious error. Realized exports in 1950-54 are more likely to exceed the level 
forecast than to fall short of this figure. American tobacco exports could presently 
be a great deal larger than they are were it not for import and internal excise 
tax restrictions of doliar-short importing countries. The dominant position of the 
United States in world production and exports of tobacco would indicate that 
easing of the dollar shortage may have a marked effect on United States tobacco 
exports. 

In any event, further accumulation of tobacco surpluses by the CCC is quite 
improbable, and by 1954 government-held stocks (loan stocks) should be sub- 
stantially unchanged from the April 1950 figure. 

D. Corn: Record-breaking corn crops in 1948 and 1949 have been responsible 
for raising stocks to the extremely high level of 4.2 billion bushels for the 1949- 
50 crop year, and it is estimated that carry-over on October 1, 1950, the begin- 
ning of the 1950-51 season, will be in excess of 900 million bushels. Probably more 
than 600 million bushels of this carry-over will be under loan or owned by the 
Commodity Credit Corporation. Acreage allotments were announced for the 
1950 crop that would have reduced seeded acreage nearly 13 per cent, to 76.6 
million acres, in order to forestall further surpluses, but corn producers have not 
followed the acreage limitations. Thus, corn output in 1950 should be in excess 
of 3.0 billion bushels for the third consecutive year. 

For the five-year period 1950-54, it is expected that annual corn production 
will averag ~.1 to 3.2 billion bushels, with total plantings near 80 million acres 
and an a\«.age yield per harvested acre of approximately 40 bushels. Yields 
this high have been realized only once before, in 1948, but it is felt that techno- 
logical and scientific progress in corn production should continue to increase 
yields. Actual plantings and production will, however, depend very largely upon 
what happens to the demand for feed grains. 

The largest share of the corn produced in the United States is fed on the farms 
and reaches the market in the form of livestock. For this reason, estimates of the 
demand for corn must be derived from estimates of expected livestock produc- 
tion, and, consequently, Department of Agriculture policy with respect to corn 
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production is largely a reflection of its livestock policy. The Department of Agri- 
culture has been supporting the prices of both corn and hogs.'* Also, the view is 
widely held that agriculture could make its greatest contribution to improved 
standards of nutrition by increasing meat production, and, furthermore, that 
livestock production offers the best opportunity for employment of resources di- 
verted from other, surplus products. It has been assumed, therefore, that govern- 
ment policy over the next few years will attempt to maintain relationships 
between feed prices and livestock prices favorable to the expansion of meat 
production, and that such favorable conditions will demand a volume of corn (as 
well as other feed) production adequate for the increased livestock feeding. 

Average annual consumption of corn as feed over the period 1950-54 is fore- 
cast at 2.9 billion bushels, and average meat production at approximately 23.5 
billion pounds.” Domestic consumption of corn other than for feed is normally 
quite stable at approximately 250 million bushels, and exports are insignificant. 
Total utilization other than feed, both domestic and export, should not average 
more than 300 million bushels, giving an aggregate disappearance figure of ap- 
proximately 3.2 billion bushels annually for the next five years. This is slightly 
larger than the forecast for production of 3.1 to 3.2 billion bushels per year. 

Because of the nature of corn as an intermediate rather than a finished prod- 
uct there is a tendency for corn surpluses to take the form of expanded meat 
production, and the specific problem of corn accumulations as such is minimized. 
Meat production is currently increasing, and there is reason to believe that 
demand for meat and meat products at high levels of disposable income is suffi- 
ciently elastic for the market to absorb, without sharp price adjustments, a 
volume of meat production sufficient to eliminate any present or potential corn 
surpluses. Therefore, despite CCC corn stocks of 360 million bushels at the end 
of the 1948-49 crop year and expected CCC holdings in excess of 600 million 
bushels by October 1950, it is felt that corn surpluses do not present a problem 
and that corn stocks of the CCC should be substantially reduced over the next 
few years. 

E. Fats and oils: Table 2 presents data on the production of fats and oils in the 
United States, by types, 1940-49, with projections for 1950-54. 

On April 30, 1950, CCC loan and inventory holdings of fats and oils totaled 
over $350 million, distributed as shown in Table 3. 

It is most difficult to derive meaningful aggregates of a product classification 
containing products so heterogeneous as to source and ultimate disposition as 
does the grouping, “fats and oils.” In very general terms, a trend exists toward 
expanded utilization of fats and oils in the United States, at approximately the 


16 After the first quarter of 1950, price support on pork was abandoned pending Congres- 
sional approval of increased borrowing power for the CCC. This approval has recently been 
granted and reinstitution of pork support later this year is probable should the need arise. 

17 Assuming that animals going to market are relatively well fed, which would be the re- 
sult of the favorable feed-price meat-price ratio referred to above, this is a realistic relation- 
ship. 

18 While corn exports are normally small, the failure of the Argentine corn crop this 
past winter will result in exports in excess of 100 million bushels for the 1949-50 season. 
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same rate as the growth in population. However, within this over-all upward 
movement there are divergent movements of specific products. Thus, soybean oil 
and inedible tallow production and consumption have expanded markedly, 
while a relatively sharp downward trend is apparent in the figures for butter. 
Each of the fats and oils is subject to separate and distinct supply and demand 
forces in its own market. 

Among the vegetable oils, soybean oil output is expected to show the greatest 
increase; acreage planted to soybeans in 1950 is estimated as nearly 30 per cent 


TABLE 2 


Production of Fats and Oils in the United States, 1940-54: 1950-54 Estimated 
(in billions of pounds) 


YEAR | | Lamp | purrer | TNEDIBLE 
Average, 1940-48........... | 9.7 | 2.4 | 1.3 | 0.7 | 13) 19 | 47 
} 1 | 2.6 1.9 | 0.7 18 | 1.7 2.1 
Average, 1950-54........... | 11.3 2.5 | 19 | 0.8 | 1.3 1.4 2.4 


| 
* Components do not add to total since less important fats and oils are not listed. 


Source: Computed by Federal Reserve Bank of New York from Department of Agri- 
culture data. 


TABLE 3 


Commodity Credit Corporation Holdings of Fats and Oils and Oil Producing Commodities, 
April 30, 1950: Loans and Inventory 
(Value in millions of dollars) 


COMMODITY | UNIT QUANTITY VALUE 

| Million pounds 98.7 $61.3 
Cottonseed and oil................... | Million pounds 1,264.8 | 34.5 
EI | Million bushels 9.3 19.8 
$352.5 


Source: Commodity Credit Corporation, Report of Financial Condition and Operations, 
April 30, 1950, p. 3. 


above the 1949 level. The expanded output, however, may move readily into 
consumption as demand is strengthened by elimination of federal taxes on oleo- 
margarine and by reduced output of cottonseed oil (a corollary of acreage re- 
strictions on cotton). Linseed oil production is expected to increase slightly 
over 1950-54 despite the large surpluses of linseed oil and flaxseed held by the 
CCC and despite sharply reduced flaxseed plantings for the 1950 crop and 
markedly lower prices for linseed oil. Continued strong demand for oils has forced 
the price of soybean oil up, helping to narrow the spread between linseed oil 
and soybean oil prices, and this development should strengthen the market for 
linseed oil. Prolongation of the housing boom should provide still further sup- 
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port for linseed oil. In general, there should be no over-all surplus of vegetable 
oils over the period 1950-54, although year-to-year adjustments, e.g., in cotton 
production, might create short-period shortages or surpluses during that period. 
If, as seems possible, the 1951 and subsequent cotton crops are markedly larger 
than that indicated for 1950, expanded cottonseed production might well exert 
a downward pressure on other oil prices, particularly soybeans. However, re- 
sources utilized in oil-seed production are generally shiftable, and no persistent 
problem should arise. 

The principal animal fats are by-products of the livestock industry. Thus, 
lard output will move pari passu with pork production and inedible tallow with 
beef and lamb production. With expanded meat output forecast for the next 
few years, it follows that lard and tallow output should be expanded as well, as 
shown in Table 2. While lard and tallow are more nearly by-products and thus 
more directly affected by price developments of the principal products—pork 
and beef—than by price changes for the fats themselves, butter is clearly a prin- 
cipal product of the dairy industry. Increased competition from oleomargarine 
will almost certainly continue to cut into the market for butter, but lessened 
demand will not necessarily involve reduced output. It is the position of this 
paper that the production of butter will decline (See Table 2) as the Department 
of Agriculture attempts to encourage utilization of milk in the fluid state. How- 
ever, it is possible that the Department of Agriculture will choose to continue 
butter support-prices at their current levels, encouraging further surplus accumu- 
lation with the CCC, as the easiest and cheapest method of maintaining the en- 
tire, inter-locked structure of milk and milk-product prices. 

Before the war the United States was, on balance, an importer of fats and oils. 
In the decade 1930-39, the United States imported an average of 1.9 billion 
pounds per year while exporting only 0.6 billion pounds. The usual pattern was 
for the United States to be a net exporter of edible fats and oils and a very large 
importer of the industrial types. Since the war American exports of fats and oils 
have increased sharply, while imports have declined somewhat, so that in 1949 
imports amounted to 1.1 billion pounds while exports totaled 2.3 billion pounds. 
With recovery of production in Asia and Indonesia, it is doubtful that this level 
of exports can be maintained. 

While precise conclusions are impossible, it would seem that surplus stocks of 
fats and oils might accumulate over the immediate future. On the other hand, it 
is possible that the domestic and international market for these products will 
respond actively to somewhat lower prices and move the high-level output into 
consumption. Nevertheless, larger CCC expenditures, particularly on butter and 
soybean oil, would seem to be indicated for at least the immediate future. 


IV. CONCLUSIONS 


As was mentioned earlier, the commodities discussed in this paper comprised 
some 87 per cent of total CCC commodity holdings as of April 30, 1950, and it is 
expected that these commodities will continue to be the most important areas 
for price-support operations. Thus, it is possible to derive general conclusions 
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about the level of total CCC operations from the results of the preceding com- 
modity analyses. Some other products—e.g., dry milk, potatoes, and dry eggs— 
have required sizable CCC expenditures at one time or another, but, in total 
CCC outlays, these expenditures have usually been insignificant. Since the end 
of the war potato-support operations have involved expenses of 350 million 
dollars, an important exception to the preceding statement, but it is believed 
that the quotas authorized for the 1950 and subsequent crops will help alleviate 
the “‘potato problem.’’” 

Table 4 has been constructed to summarize CCC holdings of commodity loans 
and inventories as of June 30 for each year 1946-49, with estimates for June 
30, 1950 and projections for 1954. Data are of a balance sheet type, repre- 


TABLE 4 
Commodity Credit Corporation Loans and Inventories 
(Value in millions of dollars) 


JUNE 30 
donna 1946 1947 1948 1949 1950e 1954e 
= Value Value Value tity Value Value Value 
Cotton (1,000 
See 1,664 169 31 3 42 5 | 3,878 609; 5,000 780) 3,600 540 
Wheat (Million 
bushels). ........ 3 4 0.6 1 4 8 248 570; 380 820} 950 | 1,750 
Cern (Million 
bushels). ....... 0.4; 0.4 16 17 0.7 1 336 466} 750 1,050; 400 500 
Tobacco (Million 
pounds).......... 24 10 247 86 | 344 122 351 136 350 140 400 160 
Fats and oils....... 6 6 9 236, — 350) — 350 
257* 302°; — 149%) — 334) — 640} — 810 
446 415 294 2,351) — 3,780} — 4,110 
Net change. ....... —31 —121| — | +2,057; — | +1,429) — +290 
e Estimated. 


* Largest component was wool inventory, totaling: 1946—$243 million. 
1947— 230 million. 
1948— 112 million. 


senting actual CCC “investment” in inventories and loans (including loans by 
banks but guaranteed by the CCC), arising from price-support operations. 

The data in Table 4 would indicate that, based on the production-disappear- 
ance estimates of this paper, CCC holdings of agricultural commodities should 
not continue their rapid growth of the past few years. While there will be year- 
to-year variations in the patterns, annual additions to government stocks should 
at no time over the next few years approach the excessive rate of accumulation 
of 1948-50. Therefore, the data analyzed by this paper justify the conclusion that 
American agricultural policy as presently constituted does not necessarily in_ 

19 However, early crop reports indicate that the 1950 crop will exceed the 1949 output 


despite the imposition of quotas. This is at least partially due to exceptionally favorable 
weather conditions. 
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volve continued surplus accumulations. It is believed that in most instances 
existing control mechanisms are adequate to protect the program through limit- 
ing production. As indicated in Table 4, the outstanding exception to this gen- 
eralization would seem to be wheat production, where control mechanisms may 
prove ineffective in limiting output. Expansion of the holdings of ‘“‘other’’ com- 
modities represents relatively moderate increments to the total CCC stocks of 
dried eggs, dried milk, feed grains (other than corn), food grains (other than 
wheat), and the many other commodities supported by CCC operations. 

In conclusion, it might be noted that the fact that Table 4 represents ‘‘invest- 
ment’ and changes in “investment” rather than net CCC outlay for price support 
causes a possibly serious understatement of the economically more significant fig- 
ure for net outlay. This understatement becomes serious to the extent that losses 
on sales or disposals from inventory become an important element of total outlay. 
This, in turn, depends upon the extent of CCC participation in the market for per- 
ishable commodities. With the imposition of more and more severe acreage con- 
trols and marketing quotas upon the storable basic commodities, the expansion of 
nonbasic commodity production will be encouraged, and this, in turn, may lead 
to increased CCC expenditures for support of perishable commodities. Also, milk, 
butter, potatoes, and certain other products are confronted with specific problems 
requiring a readjustment process, and, assuming that they are supported, rela- 
tively large CCC expenditures may be called for during the course of the read- 
justment. However, in general, more flexible authority is granted the Secretary 
of Agriculture in support operations with these products, so that outlays in this 
area should not become unreasonably large as the result of attempting to main- 
tain rigid and unreasonable price levels. 

While net outlays of the CCC are probably understated by Table 4, the con- . 
clusions with respect to agricultural adjustment indicated by that table should 
be valid. After fiscal 1950, net expenditures for agricultural price support should, 
on the average, be only a fraction of their 1948-50 totals. 


THE NEED FOR INCREASING CONVERGENCE OF 
MANAGEMENT THEORY AND PRACTICE 


THOMAS H. CARROLL 
University of North Carolina 


It is significant that the Study Committee for the Ford Foundation on Policy 
and Program which was charged with responsibility for locating “the areas where 
the problems [in the promotion of the human welfare] are most important 
and where additional efforts toward their solution are most needed” designated 
administration (both governmental and private) as one of the crucial areas. 
It is further significant that the need for increased basic knowledge of individual 
behavior and human relations was clearly recognized as the inevitable under- 
pinning of progress in the solution of this problem of administration as well as 
of other human problems, such as mitigating the tensions which seem con- 
tinuously to threaten world peace. Specifically, with reference to the subject of 
“management” encompassed in this discussion, the committee emphasized need 
for “the improvement of the structure, procedures, and administration of our 
economic organizations: business firms, industries, labor unions, and others.” 

The thesis of this paper is that the “improvement” which is recognized as so 
important will not result from further isolation of scholars from policy-makers 
in the field of management and administration but must be based upon an 
increasing convergence of theory and practice in management and/or admin- 
istration. 


REGIONAL IMPLICATIONS 


The large question with which this paper deals is not a regional one as such. 
It is a vital one for our entire society inasmuch as it bears ultimately upon 
productivity, living standards, and individual satisfactions. Yet its importance 
in a regional sense is reflected in the following statement made recently by G. G. 
Maughon of the Atlanta Division of the University of Georgia: 


Long ago the South began to put away her moonlight and magnolia traditions and to 
recognize the hopeless position of a large segment of the nation shackled by a one-crop 
export farm production system. During the first quarter of the century, she managed to 
depose King Cotton as her economic all and to diversify her agriculture. In the second 
quarter she completed the agricultural revolution and began to flex her industrial muscles. 
Today she poses as a potential industrial giant that will completely tear loose her economic 
band-irons and shock the nation with the vigor and rapidity of her production possi- 
bilities in the last half of the century.’ 


The actual accomplishments of this “potential industrial giant” will depend 
in principal part upon the effectiveness of management—management, it is 
hoped, which will have worked productively with academic groups. 


1 “Sears’ Impact Upon the Local Economy” (based upon information supplied by M. 
Douglas, Sears, Roebuck and Company), Atlanta Economic Review, August 15, 1951, p. 1. 
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VALUE OF COOPERATIVE THINKING BY ACADEMIC PERSONNEL AND POLICY-MAKERS 


The perspective of academic thinking, by which the able scholar is charac- 
terized, and the practicality and sense of realism of the policy-maker can and 
should act and react upon one another increasingly with significant mutual 
benefit. Hypotheses based upon some practical knowledge, though not. strait- 
jacketed by it, and policy-making based in part upon the breadth of view and 
depth of understanding of academic persons who are not of necessity engrossed 
in the day-to-day activities of a particular organization would be the inevitable 
result. 

Speaking of changes in “the practice of business management,” Frank W. 
Abrams, Jersey Standard’s board chairman has said: 


Many businessmen, perhaps, have not been fully conscious of this evolution, simply 
because their day-to-day tasks keep their eyes so closely focused on their own particular 
part of the business picture. They do not have so much opportunity as they should to 
stand back and see it in its full dimensions... 

Because a large and well-established enterprise is accustomed to looking far into the 
future and making long-term decisions, it particularly needs broad social and political 
understanding as well as economic understanding.” 


The need for academic personnel to set up “trial balloons’ in the area of man- 
agement is clear. The academicians should be able to “stand back” and look at 
matters in perspective; their ideas should, however, reflect some knowledge and 
appreciation of the facts of administrative life. The trial balloons should be 
pumped up with the air of reality. 

Although progress and change are not synonymous, it is difficult to conceive 
of progress without some change. A characteristic of human nature to dislike, . 
even to resist, change is not absent unfortunately in business managers. Mr. 
Abrams, in the same article referred to previously, has stated: 


We must not be impatient. Business attitudes and practices change, but they some- 
times change slowly. Looking back on that uncharted period when American business was 
growing to maturity, we may_be inclined to feel that some of those early businessmen 
neglected their social responsibilities. But we must not forget that it was a time of pioneer- 
ing when a sense of corporate responsibility in terms of present-day standards had not yet 
developed. In fact, the need was not even recognized . . . 

Management has grown enormously in the understanding of its responsibilities. It 
has become not only the promoter of the prosperity of the enterprise but a participant 
in the adjustment of the claims of the several groups .. . [involved in the enterprise]. 
Regardless of our consciousness of the Biblical directive, the machine age in which we 
live has, in a sense, caused all of us to become our brothers’ keepers. We must recapture 
and hold to faith in each other. 


The increasing public aspects of private business and the increasing need for 
managing economic forces point forcefully to a “community of interests” be- 
tween academicians and managers. Change in the area of management could 


2 Frank W. Abrams, ‘““Management’s Responsibilities in a Complex World,” Harvard 
Business Review, May 1951, pp. 29-34. 
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and should result more typically from work initiated by the academic mind 
and developed with the cooperation of policy-makers. Such results cannot be 
reasonably expected, however, if men in academic life are proceeding on un- 
founded hunches or outdated fact about the administrative world. Is there not 
truth in the charge that businessmen “over the decades” have not found any- 
thing approaching “natural” likenesses of themselves in economic and other 
textbooks? 


IMPORTANCE OF ASSUMPTIONS 


The assumptions which we make in our thinking about economic, management 
and related problems generally are important. A very serious “indictment” of 
theory is that all too much of it represents logical deduction from assumptions 
which take what may be at best described as ‘‘an oversimplified view of human 
nature and human behavior.” This tendency has too often led to a sort of 
totalitarian approach of ‘make ’em do it.” There is need for a clear recognition 
of the limitations of assumptions. 


SCIENTIFIC FACTS VERSUS OPINIONS 


Cornell’s former economist, the late Professor H. J. Davenport, refer- 
ring to “the science of economics and the art,’ made the following statement 
which might be justifiably termed “exaggerated.” Nonetheless, it is worthy of 
serious note. 


Our explanations will best run in terms of the process as it actually takes place. We ask 
not primarily what ought to be, but what is. We are—in the first instance, at any rate, 
and as economists—set to search out the objective facts, to analyze and synthesize and 
generalize these facts and their sequences and their processes. At this stage of the study— 
the science of it rather than the art—our business is not to approve or to condemn, to 
regret or to indorse, to commend or to denounce, but only to make a coldly unsympa- 
thetic, impersonal, and objective report of the actual ongoing of things. Defense, apology, 
or condemnation are no part of our business . . .. As economist, his business is solely with 
the facts: Trojan and Tyrian stand in equal estimation with him. For close thinking, 
science and art must be kept separate—the ‘world of description’ from the ‘world of 
appreciation’—facts from appraisals. This is, to be sure, a scientific ideal, rarely attained, 
and violated especially often in the social sciences . . . but violated always at some hazard 
to scientific truth? 


There is surely no harm for economists or students of management to have and 
to express appreciations or opinions, but they should be so labelled. They should 
not be paraded in such manner as to be confused with “scientific fact.” 


PRODUCTION OF KNOWLEDGE AND ITS EFFECTIVE USE IN PRACTICE 


Science, including both the broad field of economics and the area of manage- 
ment, is built upon knowledge. As the Study Committee for the Ford Founda- 
tion stated in its report: “(There is an] important need . . . for the further study 


3H. J. Davenport, Economics of Enterprise (Macmillan, 1922), pp. 29-30. 
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and analysis of individual behavior and group relations in the economic sphere 
... Verification is the final step in the production of knowledge . . . Until this is 
done... theory remains speculative...The process will often involve field 
work in areas of action as well as library research.” Such research would neces- 
sarily embrace the efforts of psychologists, political scientists, sociologists, and 
business and public administrators, among others, all of which must be co- 
ordinated and integrated if we are to develop more meaningful theories of man- 
agement and/or administration. 

We must recognize the very real danger of dealing with relatively unimportant 
problems simply because they are susceptible to “scientific” treatment. President 
Douglas McGregor of Antioch College and his colleague, Professor Washington 
Irving Knickerbocker, have, in the author’s opinion, wisely commended the so- 
called “pedestrian approach,” to use the phrasing of the late Dr. Lawrence J. 
Henderson of Harvard, the approach of “common sense observations—hunches 
and insight,” which has been so useful in developing hypotheses in the natural 
sciences. The query they raise is: ‘“Why not in social science?” 

There is great need for acquaintance, mutual respect, and understanding 
not only between the policy-makers and the academicians but between the 
“theoretical” and “applied” academic personnel and between the “more” and 
“Jess” scientific personnel in academic circles. Professor W. W. Rankin, director 
of the Duke Mathematics Institute, has recently made this latter point in 
addressing a group of mathematicians. He takes the position that when social 
science reaches the age of mathematics, social scientists may be able to “write 
formulas for the general behavior of mankind.” He stated: “We must not con- 
demn social science just because it has not yet become an exact science. We must 
stand ready to help rather than criticize.” We need more people with such points - 
of view. 

If we are to accomplish the desirable objective of effective use of knowledge 
and theory in management practice, it would seem that periodic conferences of 
scholars (in this case, principally social scientists) and men of affairs should be 
arranged to consider particular problems. Furthermore, the results of these 
conferences should be widely disseminated. 

Elton Mayo, Chester Barnard, Herbert A. Simon, and a few others have done 
much to call attention to the gap between the traditional concepts of organiza- 
tion and administration and present-day experience. But the research studies 
needed to discover generalizations adequate to the new circumstances have 
hardly been begun. 


TYPICAL QUESTIONS OF VITAL SIGNIFICANCE FOR MANAGEMENT 


How can we hope to make significant progress on questions of such vital 
impact to management as the following without the mutual interest and thought 
of academic personnel and policy-makers? 

1. What is the effect of purpose on organization? 

2. What are the problems of introducing change in organizations? 
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3. What are the processes by which decisions are arrived at in differing cir- 
cumstances in various kinds of organizations? 

4. What are the functions of executives in balancing the attainment of or- 
ganizational objectives with the personal satisfactions of those who contribute 
their services to the former? 

5. What is the relation between the cooperation of individuals and groups in 
an organization and the structure of its formal organization? 

6. What can be done to achieve effective communication in organizations? 

7. What satisfactions do individuals find in working in an organization?‘ 

Is achievement of an effective cooperation between policy-makers and aca- 
demic personnel such as has been described an impossible task? It is not, in the 
author’s opinion, despite the existence of knotty problems—some of them 
financial. Furthermore, if the contact is started sufficiently early in the careers 
of both groups, a solid groundwork for fruitful cooperation will exist when the 
status of “outstanding scholar” and “top management” has been attained. 


THE CED APPROACH 


The Committee for Economic Development, activities of which have been 
financed principally by industrial firms, has evolved an approach to socio- 
politico-economic problems that may be looked upon as a guide to a more 
effective relationship between administrators and academicians. In a lecture 
delivered at Stanford University, Senator Ralph Flanders described the work 
of the CED Research Committee in part as follows: 


Its method of working is unique. In general, the Research Committee picks out an 
outstanding scholar in a given field to carry on research and write a monograph on the 
subject which has been selected. This research scholar has to have the confidence of our 
Advisory Board and of the staff. As a result, men of high professional standing are picked 
for this work. 

In the final stages of the manuscript, the author is subject to a gruelling process of 
criticism, the like of which few authors in their field have ever been called upon to face. 
His manuscript is distributed both to the Research Committee of businessmen and to the 
professional advisory body and to the staff. The unfortunate author then comes before a 
plenary meeting of the research-business group, the Advisory Board, and the staff, and 
his work is picked to pieces, criticized in every possible way, and suggestions made for 
putting it together again in more practical form. In all of this, the full responsibility of 
the author is maintained. What finally goes into his book is what he takes responsibility 
for, but that responsibility has been challenged by his peers and challenged by business- 
men of wide experience in a most severe and effective way. 

The net result, as many of these authors have confessed, is a far better book than they 
would have been able to write following the usual cloistered procedure of the scholar. 
But there is another effect which is not so apparent to the author. That is, that a process 


4 This list of problems was included in a mimeographed statement entitled: ‘“Develop- 
ment of Plans for Research in the Field of Human Relations,’”’ which was prepared in 1948 
by the group associated with Professor Fritz Roethlisberger of the Harvard Graduate School 
of Business Administration. 
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of education has been going on at the same time among the business members of the 


Research Committee. The whole thing is a magnificent project in adult education for 
scholars and businessmen alike. 


The monograph having been written, or perhaps being in its final stages, the Research 
Committee sets to work to prepare on the basis of their studies of the monograph, for 
which the author is alone responsible, a statement of policy for recommendations to 
business and government, for which the businessmen of the Research Committee alone 
are responsible. Here again an ordeal similar to that which the research author goes 
through is endured by the businessmen. Their policy statement is subject to constructive 
and destructive criticism by the author of the monograph, by the Advisory Board, and 
by the staff. The staff indeed has usually taken a considerable part in its preparation, but 
has nevertheless been compelled to follow the conclusions of the responsible business 
members of the Committee. Differences of opinion with the professionals are resolved by 
long-continued discussion, which bars no holds and permits of few compromises between 
the Advisory Board, the staff, and the business committee.5 


MEETING MANAGEMENT RESEARCH NEEDS IN UNIVERSITIES 


Universities do not, as a rule, have organized research programs of sufficient 
scope to insure effective contributions to the fund of knowledge concerning 
management and administration. Typically, the planning of research projects 
is left to individual faculty members and consequently only small projects are 
undertaken. The almost inevitable result is a focus upon certain highly specialized 
aspects of a particular field. Certain special topics are given what might be 
termed “intensive cultivation” beyond the justification of “opportunity cost” 
while vital, perhaps frontier, areas are allowec to suffer from neglect. 

Planning alone is not enough to overcome research deficiencies. The key need 
is money—for both senior and junior staff time and for staff services, including . 
secretarial assistance and travel. Such funds are appallingly Jacking in most 
educational institutions. There is a crucial need, for example, to convince top 
educational administrators that travel funds for research in management and 
administration are not designed to underwrite ‘“junkets” but to study forces as 
they are. Only then will presidents of colleges and universities be willing to 
speak up for private funds and/or state appropriations for such purposes. 

Alumni giving for both private and state universities and increased legislative 
appropriation for the latter are obvious potential sources of increased support. 
Modifications of the CED approach based upon differing local conditions, how- 
ever, offer even greater promise in meeting this need. Local financial support 
from broadly representative individuals and firms in the business and industry 
of a city, an area, a state, or a region, might be developed. Such support is more 
apt to be forthcoming if proof exists of the effective interest of academic per- 
sonnel. This may take the form of small research jobs completed with little 
or no financial aid, or research results from very small grants solicited on an 
experimental basis. 


5 Published as part of T'he Functions of Management in American Life, Stanford Uni- 
versity Press (1949). 
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THE ACADEMIC FREEDOM ISSUE 


Is there danger of control by the policy-making group in the approach under 
discussion? There is not, in the opinion of the author, any fear of distortion or 
undue influence if the academic men involved are intelligent, honest, and sincere. 
Reasons actually given by a dean for declining an invitation to nominate a 
faculty member who would attend a conference arranged by a large business 
firm for educators were (1) the danger that the company might have as its 
objective “the indoctrination of the professors,”’ and (2) “two weeks is too long 
a period of time.” Professors about whom one must have “indoctrination” 
worries are probably misplaced. A professor who considers two weeks a long 
time for a conference on a single large firm might conceivably be one who accuses 
policy-makers of superficial thinking! There is no need, however, to fear for the 
alert, objective, and broadly informed professor. 


CONCLUSION 


In summary, increased cooperative contact between policy-makers and acad- 
emicians should broaden the perspective of the former and render more mean- 
ingful the latter’s work with mutual benefit. Such benefit would extend to educa- 
tion and indeed to all society. 


COMMUNICATION 


THE FUTURE OF PATTERN BARGAINING 


In a recent issue of this Journal Professors Backman and Gitlow conclude that 
“Company and/or area-wide collective bargaining are clearly critical half-way 
stations on the road to national multi-employer bargaining.”! They feel that the 
speed of the transition from “the atomistic to the national multi-employer plane” 
is significantly influenced by the degree of concentration in the industry, and, 
therefore, that in such industries as steel, autos, rubber and flat glass the transi- 
tion is likely to be rapid.? The validity of these conclusions is open to serious 
question. 

Although national agreements may be expected to grow out of area-wide bar- 
gaining in highly competitive industries (e.g., clothing and bituminous coal), 
it is incorrect to assume that this will be the case in the concentrated industries 
now characterized by company-wide bargaining. In this latter group, the change 
from plant to company-wide bargaining has been relatively rapid. This is a 
natural outgrowth of the centralization of company control in policy-making. 
Because of the ease with which a small number of companies could coordinate 
industrial relations policies, it might seem reasonable to expect the imminent 
development of multi-employer contracts. As the authors point out, union leaders 
in some of these industries have advocated industry-wide bargaining. But a full 
appraisal must also include the attitude of management and an appreciation of 
the extent to which the present patterns of coordinated individual-employer 
agreements have grown up as an “acceptable” substitute for national multi- 
employer bargaining. 

Professors Backman and Gitlow appear to have been unduly influenced by 
the experience in the rubber, flat glass, and west coast pulp and paper industries. 
Their generalizations from these instances are unwarranted. 

(a) The Big Four producers in the rubber industry engaged briefly in coordi- 
nated negotiations in 1946-47 as an aftermath of earlier War Labor Board 
policies. They have since reverted to single-employer bargaining and have made 
clear their intention of maintaining the present procedure.’ Nor has the union 
exerted active pressure for a return to the Big Four agreements. 

(b) The two major producers of flat glass negotiate with the unions jointly 
and the others generally follow the established pattern. It is significant, however, 
that the majors consider it desirable to sign separate identical contracts and that 


1 Jules Backman and A. L. Gitlow, ‘Evolution of National Multi-Employer Collective 
Bargaining,’”’ Southern Economic Journal, XVIII (October 1951), p. 217. 

2 Ibid., pp. 217-218. For somewhat similar conclusions concerning the relationship of 
concentration and national multi-employer bargaining, see Jules Backman, Multi-Employer 
Bargaining (New York, 1951), p. 51. 

8 See Proceedings of the Conference on Industry-Wide Collective Bargaining (Philadelphia, 
1948), pp. 5, 58; and the statement of an official of the B. F. Goodrich Company in Hearings 
Before the Committee on Labor and the Public Welfare. (U. S. Senate. 80th Cong. Ist Sess. 
on S. 55 and 8. J. Res. 22), Pt. II, pp. 879-881. 
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they have resisted all union pressures for industry-wide agreements.‘ If flat glass 
exhibits a greater tendency to multi-employer bargaining than other oligopolistic 
industries, the explanation probably lies in the long tradition of national agree- 
ments in the other, less concentrated sections of the glass industry.* 

(ec) Contrary to the experience in the industry as a whole, eighteen companies 
producing pulp and paper on the west coast negotiate a joint collective bargain- 
ing contract. This development has undoubtedly been influenced by the preva- 
lence of multi-employer bargaining in that section of the country as well as the 
unusual industrial relations policy of the dominant Crown Zellerbach Corpora- 
tion.® 

In large-scale manufacturing industry as a whole there has not been a signifi- 
cant development of multi-employer collective bargaining.’ And the preference 
of management for the maintenance of single-employer agreements has been 
unequivocally expressed. In a survey of eighty-seven business leaders (including 
officials of major steel, auto and rubber companies) conducted by Twentieth 
Century Fund, the great majority opposed industry-wide bargaining; only rep- 
resentatives of the coal, clothing and railroad industries favored national agree- 
ments, and even in these fields the opinion was not unanimous.* In the Congres- 
sional Hearings which preceded passage of the Taft-Hartley Act, multi-employer 
bargaining was favored only by those managements then engaged in this type 
of negotiations. With few exceptions, management in other industries supported 
provisions designed to outlaw n_ulti-employer bargaining as a monopolistic prac- 
tice.® 

Professors Backman and Gitlow have cited the steel and auto industries among 
those on the road to nationai multi-employer agreements. Management in those 
industries would not agree. Although employers in the steel industry engaged in 
integrated bargaining in the early developmental stages of the industry, in recent 
years individual-company contracts have been assiduously maintained. When 
presentation of a case before the War Labor Board required coordinated multi- 
company action, the chairman of the Steel Case Research Committee took pains 
to avoid the impression of industry-wide bargaining.’° A study of collective bar- 
gaining in the steel industry has led Robert Tilove to the following conclusion: 


There is not likely to be in the near future any strong drive in the steel industry for in- 
dustry-wide bargaining. It would be useful to the union, but it is not at the moment es- 
sential. Any such proposal would undoubtedly meet with formidable opposition. In net 
result, the Steelworkers’ union would probably be content to let well enough alone.!! 


*R. A. Lester and E. A. Robie, Wages Under National and Regional Collective Bargaining 
(Princeton, 1946), pp. 70-71. 

5 Ibid., p. 10. 

® See Clark Kerr and Roger Randall, Crown Zellerbach and the Pacific Coast Pulp and 
Paper Industry (National Planning Association, 1948). 

7F. C. Pierson, Multi-Employer Bargaining: Nature and Scope, (Philadelphia, 1948), 
p. 35. 
8 Labor and Management Look at Collective Bargaining (New York, 1949), p. 22. 
® Hearings, op. cit.; especially pt. I, pp. 484-485; pp. 355-361; pt. II, pp. 879-881. 
10 Robert Tilove, Collective Bargaining in the Steel Indusiry (Philadelphia, 1948), pp. 8-9. 
[bid., p. 41. 
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Similarly, management in the automobile industry has shown little disposition 
to depart from single-company bargaining. Indeed, officials of the major auto 
manufacturing concerns have been outspoken in their demands that multi- 
employer bargaining be declared unlawful.” 

Bolstered by the provisions of the Taft-Hartley Act, management leaders 
would appear to have at least as much influence as union leaders in determining 
the size of collective bargaining units. In large-scale manufacturing the present 
management attitude is almost universally one of opposition to area-wide or 
nation-wide agreements. Under present conditions this is by no means an irra- 
tional attitude. Admittedly, many union and management officials are vitally 
interested in increasing wage uniformity; and multi-employer bargaining is an 
effective method in the achievement of this goal. But it is not the only method. 
There has been growing contract uniformity in the industries under discussion 
via a process of wage leadership and pattern bargaining. The results have often 
approximated those to be expected under a multi-employer agreement." Rather 
than serve as a logical half-way station on the road to nation-wide negotiations, 
pattern bargaining may well constitute a relatively durable alternative modus 
operandi. 

Union leaders may continue to prefer multi-employer agreements to company- 
wide contracts of a similar pattern. A single set of negotiations saves time, money 
and effort. It affords greater security against the inroads of rival unions. It gives 
greater scope to a concerted work stoppage, and, therefore, enhances power to 
bargain with the government. In achieving uniformity it leaves less discretion 
for individual employers and, therefore, its results are more certain. On the other 
hand those unions which customarily make concessions to marginal firms would 
find it easier to do so in a system of pattern bargaining. And if “‘ability-to-pay”. 
must be scaled down to a common denominator under a multi-employer contract, 
pattern bargaining might result in a higher average wage level. 

The major producers in concentrated industries are apparently more impressed 
with the benefits of pattern bargaining. In setting the pattern, their power of 
discretion is not weakened by the pressure of smaller firms; and yet union policy 
is not likely to permit a marked deviation from the pattern established. Each 
employer is left free to choose the extent to which he will resist union pressure for 
uniformity, and the degree of informal employer coordination can vary with the 
needs of the time. These are important advantages for management in industries 
sufficiently concentrated to permit effective pattern bargaining. However, given 
the present temper of congressional opinion, pattern bargaining enjoys an even 
more decisive advantage over multi-employer bargaining as a method of es- 
tablishing contract uniformity: it renders oligopolistic producers less vulnerable 
to the charge of monopoly. ; 

There has been much disagreement over the definition of union monopoly; 
but the term has generally been associated with multi-employer and, especially, 

12 Hearings, op. cit. Pt. I, pp. 355-361; pp. 484-485. 

13 Tilove, op. cit., pp. 2-3; Pierson, op. cit., p. 28. 

4 This is the conclusion reached by Lester and Robie, op. cit., p. 93. 
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industry-wide bargaining.'® Although academic sources are not likely to exempt 
pattern bargaining, most of the proposed legislative attacks on union monopoly 
have been directed, of necessity, against demonstrable, formal coordination of 
negotiations.'* Management in industries characterized by concentration has 
ever been sensitive to the charge of monopoly. Just as price leadership has 
emerged as a practical means of avoiding price competition, so wage leadership 
is likely to be preferred to overt collusion in establishing wage uniformity. It is 
significant that business leaders, in condemning multi-employer bargaining, have 
stressed that the competitive record of their industries would be sullied by a 
departure from individual-employer contracts. One observer has noted that 
even in individual companies, centralization of industrial relations policies among 
plants is greater than officials are willing to admit, and this may be partly “be- 
cause of fear of public criticism of ‘big business’.’’® 

In view of these trends in legislative and managerial opinion, union leaders in 
concentrated industries may also learn to prefer the more “‘socially-acceptable”’ 
routes to contract uniformity. These routes are generally closed, however, to 
industries characterized by a large number of small-scale operations. Here the 
task of coordinating thousands of separate agreements becomes prohibitive and 
yet the need for removing wages as a competitive variable in the area of product 
competition is even more pressing. Individual employers, at a bargaining dis- 
advantage relative to the union, have little alternative to the adoption of multi- 
employer negotiations. This process is best illustrated in the bituminous coal 
and garment industries; in both industries there have been charges of union- 
management collusion in violation of the anti-trust acts.!* 

Professors Backman and Gitlow have listed a number of devices which tend 
to bring about greater uniformity and, therefore, facilitate the “evolution from 
plant bargaining to more comprehensive bargaining.’”° These are: (1) the use of 
standard contract clauses; (2) company-wide grievance machinery; (3) uniform 
contract termination dates; (4) “blanket” decisions of government boards. Sig- 
nificantly, these factors have all contributed to the pattern-bargaining type of 
contract uniformity. To the extent that they are effective in achieving the uni- 


18 Charles Lindblom, Unions and Capitalism (New Haven, 1949), Ch. VII; Leo Wolman, 
Industry-Wide Bargaining (Irvington-on-Hudson, 1949), pp. 25-30. 

16 Attempts to outlaw multi-employer bargaining have been made since 1934. See Jesse 
Freidin, The Taft-Hartley Act and Multi-Employer Bargaining (Philadelphia, 1948), pp. 
1-6. The attempt made in 1947 failed by only one vote. See the Congressional Record, Vol. 
XLIII, May 7, 1947. For a recent proposal along these lines, see H. G. Lewis, ‘‘The Labor- 
Monopoly Problem: A Positive Program,’’ Journal of Political Economy, LIX (August 
1951) pp. 277-287. 5 

17 See the statements for the auto and rubber industries indicated in footnote 9. 

18 Helen Baker, Management Procedure in the Determination of Industrial Relations Poli- 
cies (Princeton, 1948), p. 64. 

1 Kurt Braun, Union-Management Cooperation: Experience in the Clothing Industry 
(The Brookings Institution, 1947), pp. 155-158; Economic Power of Labor Organizations, 
Hearings (U.S. Senate, 81st Cong., Ist Sess.), Pt. 1, p. 18. 

20 Op. Cit., p. 215. 
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form results of multi-employer agreements, they render multi-employer bargain- 
ing less essential. 

Thus, of the alternative paths to contract uniformity, it is not mere coincidence 
that the pattern-bargaining procedure has developed in those concentrated in- 
dustries where it can be most effective. Given the continuing congressional 
criticism of multi-employer bargaining units, pattern bargaining is likely to 
remain not as a half-way station on the road to a national multi-employer agree- 
ment, but as a more “acceptable” substitute for such an agreement. It is in the 
industries which come closer to the competitive model that major extensions of 
multi-employer bargaining can be expected. 

If the uniformity achieved under pattern bargaining tends to approximate 
that of multi-employer agreements, then it may appear pointless to inquire 
whether one is likely to develop into the other. However, the difference in the 
methods by which uniformity is achieved is highly significant. For small firms, 
there is an important distinction between participation in the formulation of 
contract terms and the forced acceptance of an established pattern.27 Many of 
the evil effects often attributed to industry-wide bargaining are more likely to 
result from pattern bargaining; and yet the latter is decidedly less vulnerable to 
legislative attack. Therefore, the distinctions between the two systems of bar- 
gaining are significant, and these very distinctions presage more durability for 
the pattern-bargaining alternative than Professors Backman and Gitlow indicate. 

West Virginia University GERALD G. SoMERS 


21 Note the complaints of smaller firms in the flat glass industry. Lester and Robie, 
op. cit., p. 78. 
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RICARDO, MALTHUS AND THE MODERNS 


Daviy McCorp Wricut 
University of Virginia 


Those of us who have had the good fortune to be “born,” economically speak- 
ing, after the Keynesian revolution may not always properly appreciate our good 
luck. For such people Mr. Sraffa’s new edition of the works of Ricardo will be a 
godsend.' Only the first two volumes are available now. But even so, they give 
us so vivid a picture of the groping confusion regarding “effective demand,” 
which the Keynesian system has now happily cleared away, that post-Keynesians 
will unquestionably find these volumes a revelation. Here we see Malthus’s 
fumbling intuitions and Ricardo’s crisp replies. And secure in our knowledge of 
the Keynesian syntheses, we pick our way between them, happily conscious of 
possessing a greater clarity than either of them could pretend. 


I 


Mr. Sraffa’s edition is not merely a work of great interest to economists, but 
also a monument of bibliographical scholarship. In the introduction he tells us 
of the labors which enabled him to track down many of Ricardo’s and of Mal- 
thus’s missing letters. It is an interesting coincidence that one of the most im- 
portant packages of papers should have turned up at an Irish country house not 
very far from Malahide Castle, where the Boswell and Johnson papers were 
found some years ago. We have thus not merely an economics text but an out- 
standing effort in the field of humane letters, which should command the admira- 
tion of scholars of all sorts. The most meticulous care appears to have been taken 
in tracking down every variation in text and in presenting it. And even in these 
first two volumes some of the standard myths regarding Ricardo are already 
refuted. For example, Marshall attempted to apologize for some of Ricardo’s 
defects by claiming that the Principles was never written for publication and 
that the chapters were mere casual notes. Mr. Sraffa shows that this statement 
is unquestionably wrong. 

In the present review article the writer will not attempt an evaluation of Mr. 
Sraffa’s scholarly labors. I am not an expert on Ricardo’s manuscripts and I can- 
not pretend to criticize one who is. Let us, therefore, turn our attention rather 
to the substance of what Ricardo is saying, and how we can relate his doctrines 
to the modern theories regarding interest, profits, employment, etc. The two 
volumes reviewed here contain, in addition to Mr. Sraffa’s scholarly introduction, 


1 The Works and Correspondence of David Ricardo. Edited by Piero Sraffa with the col- 
laboration of M. H. Dobb. Vols. I, II, Cambridge, England and New York: Cambridge 
University Press, 1951. Pp. Ixii, 447; xviii, 463. $4.75 per volume. 

2 Ibid., Vol. I, p. xx. 
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a complete printing of Ricardo’s Principles of Political Economy and Taxation, 
followed by a full presentation of his notes on Malthus. Unfortunately, Mal- 
thus’s letters to Ricardo do not appear but will be issued in later numbers of the 
series.* Nevertheless, since nearly the full text of Malthus’s Principles is given, 
I believe that we have here enough of the Malthus-Ricardo discussion to be able 
to make a tolerably accurate summary of their conflicting points of view. 


Il 


A reading of these books will impress upon us once more the justice of the usual 
appraisal that Malthus had a much better eye for the facts of life than Ricardo, 
but that Ricardo had by far the more logical mind. Ricardo practically always 
makes sense, if you grant him his premises but his premises are often wrong. 
Malthus, on the other hand, is confused precisely because his practical instinct 
led him constantly to try to break away from “orthodox” assumptions of fact 
which he had elsewhere conceded. 

Malthus’s troubles all stem back to his failure to evolve an adequate theory 
of hoarding. In the second edition of his first chapter of his Principles he closes 
the door toward what has later proved the solution of the difficulty. He says, 
“Tt is stated by Adam Smith and it must be allowed to be stated justly, that the 
produce which is annually saved is as regularly consumed as that which is an- 
nually spent, but that it is consumed by a different set of people.’ In other words, 
Malthus begins by assuming that saving and investment are always equal in the 
most literal meaning of the term and that there is continuous full employment. 
Ricardo does not fail to notice this inconsistency and he adds a note to the sen- 
tence just quoted as follows: ‘“This is an important admission from Mr. Malthus 
and will be found to be at variance with some of the doctrines which he after- _ 
wards maintains.’’> Malthus, in other words, having assumed that all money 
saved is quite literally invested, is obliged later on, when he tries to show the 
possibility of over-accumulation, either to deny his original assumption or else 
to fall back upon vague and complicated doctrines regarding ‘‘indolence” and 
so on. 

Ricardo, however, is bothered by no such inconsistencies. He is perfectly sure 
that if there is temporary distress and unemployment it is due to a “miscalcula- 
tion of demand” and not to an insufficient quantity of demand. What he says 
is as follows: “What I wish to impress on the reader’s mind is that it is at all 
times the bad adaptation of the commodities produced to the wants of mankind 
which is the specific evil and not the abundance of commodities.”’* But Ricardo’s 
position is by no means such nonsense, intellectually, as many people would 
suppose. He is quite willing to grant, as a hypothetical proposition, that if there 


3 Nine volumes are projected. Volumes III and IV are now published (they were pub- 
lished in December 1951); Volume V will be published in March or April; Volumes VI, VII, 
VIII, and IX will be published in the summer. 

4 Sraffa, op. cit., Vol. II, p. 15. 

5 Ibid. 

6 Ibid., Vol. II, p. 306. 
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were too much abstinence, it would have the effect of inducing general unemploy- 
ment, but he is constantly asking why anybody should want to save “‘too much.” 
He writes: ““Now a dispute about the effects of parsimony is one thing and about 
the motives for being parsimonious, another.’” To come to the main point, it is 
really very easy to throw the essence of Ricardo’s position into Keynesian lan- 
guage. What he was assuming was that a fall in the marginal efficiency of capital 
would induce a fall in the rate of interest and a rise in the propensity to consume. 
He wrote: “If capital increase too rapidly for the population, instead of com- 
manding seven-eighths of the produce, they [labor] might command ninety-nine- 
hundredths and thus there would be no motive for further accumulation” (italics 
added).® Or again, “If I had said that it was desirable to go on accumulating 
capital when it yielded no profits to the producer, there might have been some 
foundation for [Mr. Malthus’s] charge. . . . I say under such circumstances capital 
will not be accumulated.’”® 

Many more instances can be given from these volumes of Ricardo’s use of this 
same argument. And few would deny that on the assumptions of abstract supply 
and demand theory Ricardo’s attitude seems the reasonable one. If saving money 
were like growing potatoes, a higher rate of interest would have the effect of 
inducing a greater supply of saving, and vice versa. It took Malthus’s superior 
sociological intuition to realize, however fumblingly, that in the short run there 
is no such precise mechanical correlation. 


Ill 


We turn now, however, to some of tle other points of interest to modern econo- 
mists contained in these books and we will find that while Ricardo is usually 
superior to Malthus in logical precision, he is not wholly immune from inconsist- 
ency himself. It must not be forgotten that Ricardo, the great orthodox classi- 
cist, was also Ricardo, the spiritual father of many of Karl Marx’s doctrines. 
And especially when we turn to Ricardo’s work on profits do we see the radical 
elements of his teaching—elements which Marx was later to develop into a global 
theory of social conflict. In a particularly dogmatic passage Ricardo writes: 
‘Profits, in fact, depend on high or low wages and on nothing else.’ And again: 
“The general profits of a country depend, as I have frequently said, on the state 
of wages. When wages are low, profits must be high.’ On the other hand, how- 
ever, Ricardo has enough contact with reality to see that so mechanical a doctrine 
must be severely qualified and he, in various places, comes close to anticipating 
the Schumpeterian doctrine of frictional profits from innovation. Thus he says, 
‘The price of hardware in London depends on its cost of production. . . . Whether 
the common and usual demand be for a given quantity, or for ten times 
that quantity, after an inconsiderable interval, that will be its price. Mr. Malthus 


7 Ibid., p. 9. 

8 Ibid., p. 302. 
* Ibid., p. 328. 
10 Tbid., p. 252. 
Tbid., p. 393. 
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might say that that interval was one of great importance, and if there be a de- 
mand for the commodity, the manufacturer will in that interval obtain great 
profits, and be able to make valuable savings. I grant it.”!? Again in Ricardo’s 
chapter on machinery in his Principles he says: ‘He, indeed, who made the dis- 
covery of the machine, or who first usefully applied it, would enjoy an additional 
advantage by making great profits for a time. But in proportion as the machine 
came into general use, the price of the commodity produced would from the effects 
of competition sink to its cost of production.’’* These passages are almost directly 
Schumpeterian as any reader of the Theory of Economic Development will recog- 
nize.‘ But Ricardo did nothing with them. He reverts instead to a mechanical 
relationship between wages and profits and lays it down as self-evident that ‘“‘with 
equal capitals equal profits will be made,” thereby storing up for his disciple, 
Marx, a horde of difficulties which, as Schumpeter points out, could so easily 
have been avoided. 

Once, in fact, we take the trouble to separate out interest, profits and rent, it 
will be seen that the true doctrine is that pure profits are the frictional results of 
innovation and that what the “marginal entrepreneur” receives is wholly a matter 
of indifference for the success of the others. There may be some vague tendency 
for profits to be equalized between risks of the same class but there is no single 
homogeneous profit rate such as Ricardo thought. Nor is there any such ironclad 
antagonism as he supposed between profits and wages. As Mr. Peter Drucker has 
put it, one of the main characteristics of our society is its ability to expand at 
nobody’s expense.'® In other words a new machine which is the embodiment of 
a new idea may be so productive that it can simultaneously pay both high profits 
and high wages. Only those who overlook the independent, value-creating power 
of the new saltation, and consider capital as merely “canned labor,”’ will disre- 
gard this possibility. 

There are in fact two Ricardos. One is the uncompromising theorist of the sta- 
tionary state deducing with ruthless consistency iron laws of distribution. The 
other and more appealing Ricardo is the Ricardo who has caught some glimpse 
of that vision of over-all growth which has later become so important. For ex- 
ample Ricardo writes: “Notwithstanding the tendency of wages to conform to 
their natural rate, their market rate may, in an improving society, for an indefi- 
nite period, be constantly above it; for no sooner may the impulse, which an 
increased capital gives to a new demand for labor be obeyed, than another in- 
crease of capital may produce the same effect; and thus if the increase of capital 
be gradual and constant, the demand for labor may give a continued stimulus 
to an increase of people.’’'® Considering that Ricardo wrote this passage almost 


12 Tbid., p. 390. 

18 Jbid., Vol. I, p. 387. 

4 Joseph A. Schumpeter, 7'heory of Economic Development (Cambridge: Harvard Uni- 
versity Press, 1930), pp. 147-153. 

15 Of course this overstates the case. I have been at pains to show in my Capitalism 
that somebody is always somewhat inconvenienced. But the main point is clear—that the 
bulk of the gain may be in a net addition to total product. 

16 Sraffa, op. cit., Vol. I, p. 94. 
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at the beginning of the industrial revolution, it is a remarkable tribute to his 
keeness and shows him to be not as obtuse regarding basic social trends as some 
have supposed. 

Yet the very same man who wrote the pregnant paragraph just quoted also 
wrote later on in his chapter on machinery that “The opinion entertained by 
the laboring class that the employment of machinery is frequently detrimental 
to their interests, is not founded on prejudice and error, but is conformable to the 
correct principles of political economy.’’” Space is lacking to detail his elaborate 
mathematical “‘proof” of this proposition. Suffice it to say, that like Schumpeter, 
he made the very limiting methodological assumption that no previous saving 
had taken place. In other words, he throws a novel machine into a previous equi- 
librium and shows that some technological unemployment could result. Yet, even 
so, at the end of the chapter Ricardo returns to his more basic theme of growth. 
He writes: “‘The statements which I have made will not, I hope, lead to the in- 
ference that machinery should not be encouraged. To elucidate the principle, I 
have been supposing that improved machinery is suddenly discovered and exten- 
sively used, but the truth is that these discoveries are gradual, and rather operate 
in determining the employment of the capital which is saved and accumulated, 
than in diverting capital from its actual employment.” 

There are many other points on which one could comment. For example, re- 
garding Ricardo’s supposed inhumanity, we might quote the following: ‘“‘Great 
as I estimate the benefits resulting from high profits, I never wish to see those 
profits increased at the expense of the laboring class.’”!® Or: “The friends of hu- 
manity cannot but wish that in all countries the laboring classes should have a 
taste for comforts and enjoyments and that they should be stimulated by all 
legal means in their exertions to procure them.”° We might also point out the 
intensely modern ring of some of Ricardo’s comments upon what are now called 
“culture concepts” of various nations and their effect upon their economic life. 
He does not, for example, think that the economic condition of Poland or of 
Ireland in his time could be greatly improved merely by increased investment, 
but says that there must be an entire shift in the cultural outlook of the people.” 
Those who are now engaged in indiscriminate Point-Four activities might well 
ponder Ricardo’s passages in this connection. 


IV 


But it is time to hurry on and to wind up our general appraisal. Where are we 
today on all these matters? How much further has the Keynesian system gotten 
us than Ricardo and Malthus? Certainly we have a much more elegant theory of 
unemployment, but do we have a theory of unemployment equilibrium? Here, 
I think, there is still much work to be done. By means of the Keynesian system, 


[bid., p. 392. 
8 Ibid., p. 395. 
9 Ibid., Vol. IL, p. 373. 
2 Ibid., Vol. I, p. 100. 
Ibid. 
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we may indeed summarize the business cycle in the pithy formula that it is the 
result of a highly variable inducement to invest, coupled with a more or less 
stable propensity to consume. But the variability of the one and the stability 
of the other are both short-range phenomena. Over time, as Dr. Fellner has shown 
us, output, consumption and the ratio of capital to output would all seem to fol- 
low more or less stable and parallel paths.” This would not surprise Ricardo in 
his more dynamic moments. For he clearly envisaged an upward drift of the pro- 
pensity to consume. I mean, of course, the fact and not the terminology. But Mal- 
thus, on the other hand, was more in line with the mechanical version of the 
Keynesian system, and clearly held something like the Keynesian normal psycho- 
logical law of consumers’ behavior. Malthus writes: ‘That an efficient taste for 
luxuries, that is, such a taste as will properly stimulate industry, instead of being 
prepared to appear at the moment it is required, is a plant of slow growth, the 
history of human society sufficiently shews; and that it is a most important error 
to take for granted that mankind will produce and consume all that they have 
the power to produce and consume, and will never prefer indolence to the rewards 
of industry will sufficiently appear from a slight review of some of the nations 
with which we are acquainted.” But though Malthus seems correct in this 
short-run appraisal, the facts seem to be clear that, in our society at least, the 
long-run rates of change in output, consumption and capital stock appear to be 
much the same. 

In addition to this discovery of the relative stability of the long-run ratios, we 
have also to remember today the collapse of the Keynesian definition of involun- 
tary unemployment. About the only way to define involuntary unemployment 
today that the writer knows of is to say that ‘“‘Men are involuntarily unemployed 
if in the event they reduce their money and/or real wages, there would not be - 
‘full’ employment within a reasonable length of time and within a tolerable margin 
of fluctuation.” This definition is of course a tautology. In addition the words 
reasonable and tolerable clearly indicate the need for social value judgments. But 
I think that even so dogmatic a Keynesian as Dr. Lawrence Klein would admit 
that very little more can be given. In other words, curing unemployment by in- 
definite wage reduction may not be the best way. It may indeed be an intolera’ . 
prolonged and costly way, but we cannot say that it is not a way. 

We are left with the picture of output in a growing capitalist society as made up 
of a series of moving rates of change in particular industries—rates of change of 
prices and of productive outputs. In the short run these rates may not cancel 
out and they may not yield a smooth aggregate. The secondary processes of ex- 
pansion and contraction may then step in to make things much worse. But there 
can be no theory of an inevitable mechanical stoppage of the whole economic 
process. One theory of secular stagnation may indeed survive—Schumpeter’s 
theory of sociological crisis. But the Hansenite theory of a simple, mechanical 
limit cannot possibly any longer be retained. And in view of what Ricardo has 

22 Cf. W. J. Fellner, ‘‘The Capital-Output Ratio in Dynamic Economics,” Money, Trade 


and Economic Growth (New York: Macmillan Co., 1950), p. 105. 
23 Sraffa, op. cit., Vol. II, p. 314. 
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to say about economic conditions in Ireland in his time, I doubt if he, or indeed 
Malthus, would have been much surprised at a Schumpeterian theory of stagna- 
tion induced by ideological change. 

One remaining point concerns the theory of wages. Here too we may also have 
a kinder word to say now about the dynamic version of Ricardian theory. Essen- 
tially it is still true under modern theory that the rise of the standard of living of 
society as a whole, and especially of the working classes, depends upon a race 
between the inventor and the stork.* If we hamstring the inventor and give un- 
qualified license to the stork, as has been done very often in the Orient, we can- 


not be surprised if the expected ‘‘amelioration of the lot of mankind” does not 
materialize. 


CONCLUSION 


In this short article I have tried to give a brief summary of some of the ideas 
which occurred to me as I was reading the two volumes of Ricardo’s'works here 
under review. If the reading of these books induces a certain complacency in the 
modern economist, it ought also to induce a certain humility when we see how 
many of our modern ideas have already been anticipated. And whether the 
reader agrees with me in my estimation of some of the major topics, I feel sure 
that he will at least appreciate the main point I want to make—which is that 
these two books are well worth the reading. 


The Return from Babel. By Gerald M. Spring. New York: Philosophical Library, 

1951. Pp. xxvi, 188. $3.50. 

Psychological Factors of Peace and War. Edited by T. H. Pear. New York: 

Philosophical Library, 1950. Pp. ix, 262. $4.75. 

Mr. Spring has written an unusually sane and reasonable little book dealing 
with the problem of adjusting the facts of modern communication and greater 
world unity with the hard realities of nationalism and economic interest. He 
makes it clear that little will be gained if world unity is achieved through the 
crushing out of human liberty and fundamental cultural values. In regard to 
the latter he is a relativist and pluralist, and makes a plea for the toleration of 
different standards and ideas. 

He is sensible enough to recognize that contending economic and social sys- 
tems must concede the possibility of coéxistence. He believes that the time has 
come to stop name-calling and pursue a policy of live-and-let-live: 


At the present moment ideological quarrels could profitably be shelved. We have ar- 
rived at a stage in our relations with the Soviet Union calling for a singular combination 
of tolerance with diplomatic firmness. Our differences cannot resolve themselves unless 
their fundamental nature be understood. 


The author has no sympathy with the idea of a world empire dominated by 
either Russia or the United States. Either would result in the suppression of 


24 Cf. David McCord Wright, ed., The Impact of the Union (New York: Harcourt, Brace 
& Co., 1951), Chap. XIII. 
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human liberty. In projecting a program for the future political organization of 
mankind, Mr. Spring attempts to steer a middle ground between a revived and 
unleashed nationalism, on the one hand, and global tyranny on the other. This 
leads him to recommend regionalism as a solution. The future political order 
should be a world federation, based on a number of regional federalisms. 

The most interesting aspect of his book for an economist is the prediction that 
nations will gradually give way to economic regions: 


There is not as yet a sufficient awareness of the fact that the nations are destined to 
cede to economic regions. American states forming regional groupings, irrespective of 
whether they represent an organic regionalism or incline toward exhibiting a sectional 
spirit, must now forsake the theoretical stage in order to become in some degree a model 
for Europe. Moreover, when envisaging regional units of different types and sizes func- 
tioning within larger areas, it would be wrong to lose sight of the needs of either cultural 
particularism or “sub-culture,” however the case may be. 

A deeper and more sympathetic understanding of the idea of folk permitting us to con- 
nect up with the Vélkische Bewegung generally would not only be creditable and advan- 
tageous, but is of fundamental importance. Nothing could be so useful in obviating the 
danger of the resuscitation of an aggressive national spirit in Germany. Inasmuch as 
Vienna is without doubt an important bulwark of the West, it behooves us, among other 
things, to win Austrians as well as Germans for such an interpretation of the folk spirit. 

The new unity of the West, a preparation for the One World of the future, is likely not 
only to be a compromise between the characteristic features of civilization on the two 
sides of the Atlantic, but to represent one between the purely political nationalism which 
sees a nation as no more than the sum total of its citizens, and the more spiritual folk idea. 


The symposium edited by Professor Pear is a comprehensive coverage of the 
problems connected with the causes of aggressiveness and war, the means of 
preventing war, and the conditions of permanent peace. 

The chapters vary in method and approach from the philosophical analysis 
of world integration by Professor Flugel to the quantitative surveys by Dr. 
Eysenck and Professor Richardson. The only unfortunate and nen-constructive 
chapter is the one on German national character by Dr. H. B. Dicks. This re- 
minds one of the famous treatment of German national character during the 
first World War by another eminent English psychiatrist, Dr. Wilfred Trotter, 
in which Trotter contrasted the English bees with the German wolves. The val- 
uable material in the chapter is partially nullified by the general diatribe against 
the Germans. Dr. Dicks states in his conclusion that: 


The reader will, it is hoped, have gathered that it has not been our purpose to pillory 
the Germans, as if they were the sole white nation to harbour the mentality we found 
typical of Nazis. The sabre-rattling, arrogant, politically obscurantist, bigoted and 
xenophobic personality exists among us all, with his lack of insight and his profoundly 
irrational, prejudice-ridden interpretation of political phenomena in terms indicative of 
his own personal weakness and a consequent desire for the violent solution of conflict 
situations between groups. 


Until the reader strikes this paragraph in the conclusion he would certainly 
gain no such impression from Dr. Dick’s material. 
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Perhaps the chief defect in the volume is that there is no reference to George 
Orwell’s Nineteen Eighty-four. To discuss world policy, war, and peace today 
without any consideration of Orwell’s frame of reference is not unlike writing on 
biology without reference to Darwin, or on psychiatry while ignoring Freud. 

Cooperstown, New York Harry Barnes 


Business Cycles. By D. Hamberg. New York: Macmillan Co., 1951. Pp. xvii, 

621. $5.00. 

It is stated in the preface that this book has four main objectives: to concen- 
trate upon business cycle theory; to compromise between analytical rigor and 
that lucidity necessary for “the undergraduate upperclassman” (p. vii); to ex- 
press in Keynesian terms all the theories covered; and to analyze certain (recent) 
cycles together with a discussion of policy. It is the work of a scholar and no 
doubt of a successful lecturer; indeed the lecturer seems at times to peep through 
the pages of the author. 

The book is divided into three parts of which the first is called ‘Introductory 
Section.” This consists of a single chapter on the statistical problem of the ob- 
served phenomena followed by an appendix on statistical methods, both con- 
stituting a prolegomenon which some may find unduly brief. There follows a 
chapter considering consumption, saving and investment somewhat in the manner 
of Keynes; and if the divergence of saving and investment (p. 53 and elsewhere) 
occasions surprise, perhaps there are now as many versions of Keynes as there 
are economists who have been influenced deeply by him. The third chapter, 
employing a period analysis, covers at some length much recent thought concern- 
ing the investment multiplier and the acceleration principle; the author follows 
Prof. Samuelson closely and makes a laudable attempt to synthesize. 

The second part of the book, entitled ‘“Theories of the Business Cycle,” covers 
225 pages; it would have been indeed almost twice as long if there had been in- 
corporated in the text the numerous footnotes which carry part of the argument. 
The theories of Keynes are bracketed here with the stagnation thesis which 
“ . . it remains for the future to attest to or deny .. .”’ (p. 191). There follows a 
discussion of the pure monetary theory: this relates to the early Hawtrey, whose 
ideas are found to have only limited importance. No reference is made to that 
author’s Currency and Credit nor to his Art of Central Banking. The “Austrian 
School” (not of course the marginal theorists) are represented largely by Prof. 
Hayek, whose full employment assumption is attacked in the customary manner. 
For this study of overinvestment there is a fairly far-reaching attempt to restate 
in Keynesian terms; but in other instances the old theories appear largely in the 
clothes designed by their creators, with only occasionally a vivid Keynesian patch 
or a glittering consumption-function medal to relieve the sombreness of their 
attire. Not everyone will think perhaps that the most important criticisms are 
levelled at Schumpeter, whose bunching of innovations is taken to require no 
explanation, or at the underconsumptionists, from an examination of whose ideas 
the argument glides into criticism of the classical position. Nor are all authorities 
likely to be content with a neutral view of modern agriculture as a strategic fac- 
tor. The discussion of error and psychological influences is open to question at 
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some points, but in the same chapter (9) minor cycles are treated in an illuminat- 
ing manner. An interesting examination of the international spread of business 
cycles (Chapter 10) rests upon two main alternative assumptions, the gold stand- 
ard and the paper standard, and upon several ancillary ones: perhaps this is more 
valuable than a shorter discussion resting upon assumed future arrangements 
which cannot be foreseen with certainty. 

Part III, called ‘The Application of Business Cycle Theory,” begins by setting 
out an eclectic theory arranged in four phases: revival, the upswing, the crisis 
and the downswing. There follow more than 100 pages of recent economic his- 
tory, in which some skilful use is made of statistics, though trend is not removed 
from the figures of national income, etc. An orthodox treatment of monetary 
policy leads finally to an examination of fiscal policy, the latter not entirely free 
from surprises; some will doubt also whether a great national debt is quite so 
innocuous. 

The review of a serious work should not abound in criticisms of minor matters: 
style and manner are in part anyhow questions for personal preference. More 
important is to suggest that Mr. Hamberg’s arrangement of the material, taking 
Keynes first among the theorists, may be a valuable contribution to ideas upon 
the form of presentation. Many will be sure that this author, if somewhat prolix 
in argument, is upon the side of the angels—without feeling satisfied entirely with 
his book. Indeed his well-wishers may wonder whether in due course he will not 
be able to do that rare thing, to produce a second edition somewhat shorter than 
the first. 


Oglethorpe University W. A. L. CovuLsorn 


Conference on Business Cycles. New York: National Bureau of Economic Re- 
search, 1951. Pp. xii, 483. $6.00. 

In November 1949 the Universities-National Bureau Committee for Economic 
Research held a Conference on Business Cycles. Mimeographed copies of the 
eleven principal papers were distributed to the participants. The Conference 
itself consisted of extended discussions of these papers. The National Bureau 
has since published three of the papers separately (those by Mitchell, Hultgren, 
and Abramovitz). The present volume consists of the other eight papers together 
with the comments on all eleven. 

Specialists in business cycles who did not attend the Conference will have to 
read this book. Even those who did attend will find it interesting and useful. 
Non-specialists who want to know the status of research in this field will find 
this book a better starting point than A Survey of Contemporary Economics. 
The principal papers of Gordon, Klein, and C. Ashley Wright contain the most 
important contributions. In ‘Cyclical Experience in the Interwar Period: the 
Investment Boom of the Twenties” we get a preview of the historical study Gor- 
don has in progress. Klein in his “Studies in Investment Behavior” analyzed in 
econometric fashion investment decision-making in the railroad and the electric 
light and power industries. Wright, a Standard Oil economist, described his own 
method of forecasting, which the discussants called “novel” and “ingenious.” 

Perhaps half the book discusses the merits of different approaches to cycle 
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research. Marschak and Burns continued the Koopmans-Vining controversy over 
the methods of the National Bureau. This time the econometrician came off 
second-best, primarily because even an economist of Marschak’s standing finds 
it difficult to interpret correctly a method with which he is out of sympathy. 
Christ’s econometric structure, which yielded unsuccessful predictions, provoked 
a bitter attack by Klein, who apparently felt that he could best defend the econo- 
metric method by discrediting Christ’s work as poor econometrics. Klein was not 
the only econometrician to display a groundless inferiority complex—only an 
econometrician would think of asking whether econometrics should be abolished. 
After 148 pages of such controversy, it is amusing to read on page 149, at the 
beginning of Schumpeter’s paper in favor of the historical method, “I only wish 
to emphasize that nothing is further from my mind than any desire to start the 
kind of methodological discussion which the logic of the modern scientific situa- 
tion has definitely made a thing of the past.’”” Schumpeter’s desire was fulfilled: 
no one attacked the historical method as such. 

The book was not meant to have a theme, but one general conclusion can be 
drawn. Research on business cycles in the future will concentrate on discovering 
particular truths as contrasted with seeking a universal explanation or solving 
methodological problems. Between the two World Wars, business cycle analysts 
developed three largely new methods—the econometric, the historical, and the 
statistical method of the National Bureau. Progress now consists less of improv- 
ing the methodologies than of using them to gain new knowledge. Moreover, in 
practice the three are closer together than one would suspect. They are all mov- 
ing into an area that may be called hypothesis-testing, though it is more than 
that. The National Bureau is seeking particular regularities, the historians par- 
ticular explanations for historical events. Even Klein, the econometrician, has 
equations for particular industries, not for the whole economy. Mirabile dictu, 
the book does not contain a single new theory of the cycle. This is further evi- 
dence that cyclical research is shying away from universal explanations in favor 
of seeking concrete bits of well-documented knowledge. 

Vanderbilt University Renpics FEts 
Welfare and Competition: The Economics of a Fully Employed Economy. By 

Tibor Scitovsky. Homewood, Ill.: Richard D. Irwin, 1951. Pp. xvi, 457. $5.50. 

Welfare and Competition is intended as a textbook in price theory and welfare 
economics, reflecting the belief of the author that the two subjects belong together 
and should be taught together. The price theory aspect of the book is not un- 
usual in that most of the commonly taught analytical devices are explained and 
illustrated. There is no systematic survey of welfare economics in the book, in- 
stead welfare economics enters the picture through applications of the author’s 
welfare system to each of the market situations that he discusses The book 
follows the time-honored path from consumer to perfect competition on through 
various phases of imperfect competition, but at each stage the welfare implica- 
tions of the subject under discussion are examined. 

The author’s welfare system is embodied in the dichotomy of efficiency and 
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equity. An economic situation, institution, or apparatus is efficient if it is not 
possible to increase the satisfaction of any person without lowering the satis- 
faction of some other person. Equity, on the other hand, is not subject to pre- 
cise statement depending instead on the community’s concepts of justice. An 
economic situation may be both efficient and equitable; it may be neither, or it 
may meet one criterion but not the other. It is on this basis that the author 
draws welfare conclusions when they can be drawn. The two-part invention, 
efficiency and equity, is not original with Professor Scitovsky, but he was one 
of the early and most successful exploiters of this analytic technique. 

At some points in the volume the expert reader might disagree with the con- 
clusions that Scitovsky draws. Nonetheless, on dubious points both pro and con 
arguments are presented, indeed sometimes arguments midway between pro 
and con are offered. This suggests, quite correctly, that the tone of the book is 
calm and objective rather than crusading and doctrinaire. 

The book, in the opinion of the reviewer, is a genuine contribution to textbook 
literature in economic theory. The contribution lies in the synthesis of elementary 
price theory with a welfare system. The volume is pitched at a rather high level 
for undergraduate work and can probably be used most successfully with selected 
undergraduates or first-year graduate students. 

Several minor defects appear in the book. For example, the author claims far 
too much generality for his ‘‘proofs” of propositions in economic theory. The 
method of “proof” employed is based on diagrams and consequently is largely 
intuitive. In this connection he displays a curious notion that if a proposition is 
“proved” for, say, two goods and two consumers, it must hold for some large 
group of goods and consumers. It is clear that he is implicitly making an assump- 
tion that he does not explain to the reader. There could be no objection to the 
author’s methods if he did not claim too much for them. 

A defective attempt is made to obtain an index number indicator of welfare. 
The attempt fails because the author tries to combine given year prices with 
base year quantities and vice versa. In making such combinations, the author 
appears to be ignoring the income and substitution effects he stresses elsewhere. 

In summary, the book does credit to Scitovsky’s viewpoint that price theory 
and welfare economics should be taught together. It reflects a large part of his 
wn pioneering work in welfare economics and could provide an excellent pat- 
vern for a course of the type indicated. 

University of North Carolina R. W. Provuts 


The Structure of the American Economy, 1919-1939. By Wassily W. Leontief. 
2nd ed. New York: Oxford University Press, 1951. Pp. xviii, 264. $5.75. 
Professor Leontief’s enlarged second edition of his monumental 1941 book 

contains that work absolutely unchanged as its first three parts. The fourth part 

consists of four articles taken verbatim et litteratim from the Quarterly Journal of 

Economics and the American Economic Review. The 42 x 42 input-output chart 

for 1939 is the only part of the study which is previously unpublished. 

Since this book is a compilation of Leontief’s relevant publications in unaltered 
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form, it suffers accordingly. After the reader has ostensibly mastered the diffi- 
cult notation of Parts II and III by himself, he is aided by copious footnotes ex- 
plaining similar material in Part IV. Also, there is a difficulty of transition from 
Part ITI to Part IV, as well as much needless duplication in the latter. A criticism 
of a different sort arises from the use of the consumption of households as a bill 
of goods. Professor Leontief’s reliance on this factor to insure the consistency of 
his model is ne+ altogether satisfactory. 

The structural details described by Leontief and his statistical methods will 
be of interest to econometricians as well as to those interested in the less abstruse 
elements of economic theory. However, any reader without a fair knowledge of 
matrix algebra will have many trying moments before he puts down this study. 
The added four chapters of the second edition are a successful attempt to intro- 
duce the concept of an “open” as opposed to the “closed” type economy described 
in the first edition. In Chapter A of this section, Professor Leontief discusses 
changes in employment resulting from changes in the final demand for individual 
products. In Chapter B he shows the effect of changes in exports and imports on 
employment; while Chapter C is devoted to a study of the interrelationships 
among wages, profits, and prices. The significance of these topics to the rapidly 
growing fields of regional and structural economics needs no elaboration. In thus 
assembling his scattered works, Professor Leontief has constructed an analytic 
tool which no serious student of economics should neglect. 

University of North Carolina Joun M. Ryan 


The Economics of Armament Inflation. By Jules Backman. New York: Rinehart & 

Co., 1951. Pp. xvi, 234. Paper, $1.75. 

The principal objective of the author seems to be that of explaining the proc- 
ess of inflation which takes place in the domestic economy as the result of 
financing an armament program through credit created by the banking fraternity. 
Numerous proposals are made for stabilizing the economy during a period of 
armament spending. Fiscal policy requiring the public to “pay-as-you-go” is 
given a prominent place in the system of controls. 

The book is national in scepe and gives little consideration to the international 
aspects of armament and defense spending. The effect on the domestic economy 
of armament spending by the United States government in a foreign country 
differs somewhat from the effect of such spending in the domestic economy. 

Analytically, the author sacrifices depth for breadth. The reader will find a 
survey of the traditional economic controls. The major techniques of control are 
clearly and concisely stated, wisely evaluated, and skillfully related to an ar- 
mament inflationary situation. The work is unique in focusing attention upon the 
application of traditional weapons to the solution of a major economic problem 
confronting this country today—armament inflation. It possesses practical 
strength in its objective treatment of abstract material. It is understandable to 
the layman. 

Even though the author states that “the relationships outlined above do not 
portray any mathematical formula for determining the precise magnitude of the 
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rise in prices,” the book lacks the desired depth which the use of modern prin- 
ciples of economic fluctuations would give it. The nature of armament inflation 
appears to be oversimplified. The author’s position seems to be confined to a 
limited case in which (1) the investment multiplier is constant and equal to 
unity, or (2) the investment multiplier approximates the reserve ratio of com- 
mercial banks. 

The reviewer feels that this book is addressed primarily to the lay person and 
the undergraduate college student. It may serve a very useful purpose in educat- 
ing the public on the causes of armament inflation and the need for a “pay-as- 
you-go”’ fiscal policy. The professional economist reading the book is likely to 
feel that the content is familiar, sound, and limited. It is hoped that the publica- 
tion of a more complete study of this subject which is contemplated will possess 
content of greater interest to the advanced graduate student and professional 
economist. 


University of Mississippi G. KInaBREW 


Activity Analysis of Production and Allocation: Proceedings of a Conference. 
Edited by Tjalling C. Koopmans. New York: John Wiley & Sons, 1951. Pp. 
xiv, 404. $4.50. 

It does not often happen that a highly specialized mathematical book is of 
absorbing interest to the general economist. The volume under review is one of 
these rare cases. For here is a comprehensive survey of work now going on along 
a rapidly moving research frontier—the theory of programming and allocation. 
This research, so single-minded in approach and methodology, yet has its roots 
in many independently developed lines of economic thought; in its applications 
it attacks problems ranging from managerial planning to dietary questions, and’ 
from the policy of a firm in a competitive market to the Berlin airlift. This is 
“economics” in a very old sense, starting out not from markets and prices but 
from ‘‘a fundamental problem of normative economics: the best allocation of 
limited means towards desired ends” (p. 1), yet very novel in its “going down to 
idealized technological fundamentals,” namely to the “elementary activity, the 
conceptual atom of technology” (p. 6). This crucial term “activity,” variously 
defined in various models, hinges on the notion of a flow over time of a set of 
‘Stems”’ or “commodities”: the organization of this flow is the objective of ‘‘pro- 
gramming.” The value of this volume to the general economist lies in the fact 
that it provides enough basic information in nonspecialized and nonmathematical 
language to enable him to grasp the essence of the new approach, though he will 
have to give up where the specialist begins to read. 

Of the 25 papers contributed by “scientists classifiable as economists, mathe- 
maticians, statisticians, administrators, or combinations thereof,” all but two 
were presented at a Cowles Commission conference on “linear programming” 
held in Chicago in June 1949. They deal with the pure theory of programming 
and allocation (Part I), with some applications of allocation models to concrete 
problems (Part IT), and with the mathematical and computational tools (Parts 
III and IV). The bulk of the book is devoted to theory and applications. 
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In an admirable introduction the editor, Professor Koopmans, traces the 
antecedents of the new theory which include such diverse contributions as the 
Austrian and German studies of the Walrasian equation system, the “new welfare 
economics,” the sharp controversy on calculation in a socialist economy (L. von 
Mises, Lange and others), Leontief’s input-output studies and the theory of 
games (von Neumann and Morgenstern). Koopmans then carefully discusses 
the concepts of “linear programming” and of “activity analysis” and concludes 
by giving a very helpful thumbnail characteristic of each individual chapter. 

Part One opens with a general discussion of “programming of interdependent 
activities” in complex organizations where decisions are centrally made (M. K. 
Wood and G. B. Dantzig). The next three chapters present mathematical models 
of production programming. The rest of the section deals with Leontief input- 
output models which Harlan M. Smith discusses in a general way, with technical 
contributions by Georgescu-Roegen, Samuelson, Koopmans and Arrow. 
Georgescu-Roegen’s paper on “Relaxation Phenomena in Linear Dynamic 
Models” (one of three chapters by this author) will be useful to business cycle 
students. 

Part Two contains applications of considerable interest, including Koopmans’ 
classical model of transportation. Wood and Geisler take up programming prob- 
lems in the aircraft industry and in air force wartime planning, and give a mathe- 
matical model of the Berlin airlift. The contributions of Hildreth and Reiter 
on the choice of a crop rotation plan (a model of policy making by a single firm) 
and of H. A. Simon on “the various effects of additions to a technology through 
inventions or innovations” deal with more familiar economic problems. 

The two remaining parts will stump even the economist who has dutifully and 
diligently studied his R. G. B. Allen, for here he is confronted with a theory of 
convex polyhedral cones which is a far cry from the kind of mathematics he has 
learned. The computational part is no less difficult, apart from being “highly 
provisional,” as the editor points out. These are papers by specialists for spe- 
cialists. 

This very brief and sketchy survey must suffice, but one or two general points 
may be added. In the first place, the theory here presented is obviously far more 
complex and comprehensive than the title of the book and the range of applica- 
tions covered would indicate. On one hand, it leads into a general theory of or- 
ganization and of planning (to use the old and rather discredited word for ‘‘pro- 
gramming”), going far beyond the boundaries of economics. In fact, several of 
the applications are “logistic” or “managerial” rather than “economic.” On 
the other hand, the theory attacks familiar economic problems from a new angle, 
mainly under the title of “allocation,” treating the price mechanism in a novel 
way. The emphasis seems as yet to be on the “programming” aspect, though the 
case of interaction as over against interdependence is by no means overlooked. 

The second point concerns the theory of games which enters this volume in the 
mathematical appendix by way of two papers demonstrating its equivalence 
with the production (programming) theory. This equivalence is merely mathe- 
matical, but it is not coincidental either. Both theories use what might be called 
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the mathematics of choice; it would seem that the theory of games (as a theory 
of economic behavior) supplements the new approach by tackling the problem 
of independent decisions by interdependent producers (the latter term taken in 
its broadest sense). 

An extensive bibliography and a very detailed subject index add to the refer- 
ence value of this volume which is diminished only by the fact that the work pre- 
sented is of 1949 vintage. Research in this area is blossoming under the warm 
rays of defense contracts, and there is little doubt that progress is very rapid. 
But the mathematical fense around it is formidable. This volume contains enough 
to give the general economist a good glimpse of the area if he does not mind strain- 
ing a bit to reach the various peepholes so considerately provided for by the edi- 
tor and the contributors. 


Universily of Georgia Grecor SEBBA 


Income Analysis. By Richard V. Clemence. Cambridge, Mass.: Addison-Wesley 

Press, 1951. Pp. ix, 182. $2.50. 

Readers of this book may find themselves asking either of two questions: 
Is there any justification for such a book? or, Why has such an understandable 
treatment of this subject been delayed so long? The author answers the former 
question by stressing that the book is written primarily for beginners and second- 
arily as a rapid review for the experienced. A possible answer to the latter ques- 
tion lies in the author’s intention that the book is “‘to be a contribution to teach- 
ing method rather than to economic science.” 

The first four chapters constitute Part I, Elements of Macroeconomics, and 
carry the titles: The Model System; The Circular Flow; The National Income; 
and Income, Output, Employment, and Prices. Part II treats The Capitalist 
System by means of three chapters, namely, Consumption and Saving, Invest- 
ment, and Cyclical Fluctuations. The final section of the book, Modified Cap- 
italism, consists of a single chapter devoted to The Role of Government. 

Professor Clemence adopts the two models of pure and modified capitalism 
(together with one variation of each) as the foundation of the entire treatise. 
His recommendation that the reader prepare his own copy of these diagrams 
would be a helpful exercise for the beginner. However, the continual references 
to these models throughout the book would seem to justify a reproduction of the 
diagrams on a folded page. 

The overwhelming virtue of the book from the viewpoint of advanced students 
and teachers in this field is to be found in the numerous footnotes and the bibli- 
ography of 130 references. 

University of North Carolina Everett TRUEX 


Money, Trade, and Economic Growth. (In honor of John Henry Williams.) New 
York: Macmillan Co., 1951. Pp. xi, 348. $5.00. 
This volume prepared in honor of Professor John Henry Williams consists of 
17 essays by a distinguished group of his personal and professional associates. 
The essays are grouped under three sections entitled: (1) Economic Organiza- 
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tion and World Trade, (2) Factors Influencing the Level of Domestic Economic 
Activity, and (3) Monetary Theory and Central Banking. 

In the first essay, David McCord Wright discusses the extent to which the 
academic market theory of international trade is still relevant under a complete 
system of intergovernmental trading and finds substantial applicability of the 
theory in that such a system does not destroy the basic logic of choice or render 
each soverign unit economically omnipotent. The article by Henry C. Wallich is 
a keen analysis of the relationships between the international monetary mecha- 
nism and the development of backward countries and includes a timely implicit 
warning (relative to the Point Four Program) of the strong appeal which the 
financing of developmental activities by inflation has in many of these countries. 
The first section of the book also contains an article by Robert Triffin which 
describes some of the economic and institutional changes leading up to the es- 
tablishment of the EPU, and two essays on the problems of integration of sover- 
eign states by Charles P. Kindleberger and Raymond F. Mikesell. 

In reading this part of the volume it is difficult to suppress a longing for a 
prognosis of the vigor of the incentives for achieving balanced trade and for an 
appraisal of the alternatives to the politically unacceptable basic adjustments 
necessary for equilibrium. In an article entitled ‘Policies to Make Devaluation 
Effective,’’ Camille Gutt does face up to the problem of the requisite real sacri- 
fices and it is unfortunate that in a short paper his sound thinking could not be 
extended to the whole broad range of world trade problems. 

In the second section, the essay which probably will be of most interest to 
cycle theorists is that of William Fellner in which, following lines of thought 
previously pursued by him, R. F. Harrod, E. D. Domar, David McCord Wright, 
and others, he develops a theory of investment which replaces the “marginal 
efficiency ot capital and interest rate” proposition with the specific condition of 
the relationship between the capital requirement for full employment output on 
the one hand and voluntary savings on the other. The author’s contention that 
it is not axiomatic that the former of these variables should fall short of the latter, 
even aside from innovations, should be reassuring to those who still retain vestiges 
of fear of the stagnation hypothesis. It is not to the detriment of this work that 
the refined version of the theory has to fall back on such old-fashioned factors as 
specific scarcities, losses in specific sectors, or “psychology” for explanation of 
cases of failure to make investments which would be profitable in aggregate in a 
time of discrepancy between the full-employment-output capital requirements 
and voluntary savings. 

Of quite a different type is Paul A. Samuelson’s article in which he inveighs 
against rules in modern fiscal policy, in spite of admitting that there may be a 
strong pragmatic case for an automatic mechanism. His citation of the formal 
symmetry of the welfare function is coupled with an apparently idealistic, if not 
naive, faith in the rectitude of popular decisions. A somewhat different light is 
thrown on these issues by Edward S. Mason’s reminder in the last essay of this 
section that the conditions of free society are incompatible with a full employ- 
ment guarantee and the unrestrained development of pressure groups. 
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The third main division of the book begins with D. H. Robertson’s “Some 
Notes on the Theory of Interest.” Contrary to the “advance billing” in the 
preface that this essay is a “fundamental restatement of interest rate theory,” 
it is in the author’s own words largely a scavenging and tidying up operation 
preparatory to a definitive restatement of the theory. Most of the things said 
here have been said before by Robertson and others. In “Money, Liquidity, and 
the Valuation of Assets,” R. A. Musgrave develops a model of a market for as- 
sets, including money, debt, and asset goods (equity), which is much morerealis- 
tic than the conventional Keynesian one based on the liquidity function. 

The last three essays in the book have a unity in that they deal with the new 
re-emphasis of the importance of monetary matters and central bank action 
after the defection caused, on the side of theory, by Keynesianism, and, on the 
mundane side, by the dislocations of depression and war. Howard S8. Ellis traces 
the “rediscovery” of money and Robert V. Rosa describes, with needed emphasis 
on the availability of credit, the institutional, money market, and fiscal changes 
which make possible the fulfillment, with modifications, of the Wicksellian prem- 
ises as to the consequences of central bank action. Allen Sproul discusses these 
matters from the standpoint of practical banking. The analysis of the potential 
efficacy of central bank action in the current sitation is quite convincing on the 
whole, but little or no attempt is made to outlixe any rules or criteria of mone- 
tary policy. 

This volume is hardly symposiac, even within the main divisions; but rather 
it presents the results of certain important developments in three of the most 
vital and critical areas of current economic thought. Further, it may very well 
be provocative of aspirations to as broad a range of interest as that of Professor 
Williams. 

University of North Carolina Grorce M. Woopwarp 


Mobilizing Resources for War. By Tibor Scitovsky and others. New York: 

McGraw-Hill Book Co., 1951. Pp. x, 284. $4.50. 

This is an important and timely volume on a most pertinent subject. In it, the 
authors have made a worth-while study of the effects of mobilization on the 
American economy. Based upon the projection of present trends, and upon sta- 
tistical data as to what took place in the United States during the period 1941 
to 1945, they have attempted to show what will happen in the economy during 
the period 1951 to 1955 with respect to such items as: gross product, division of 
output between military and consumer uses, distribution of the labor force, dis- 
tribution of money income, standards of living, disposable income, savings, and 
investment. Models are set up to show the effects upon various phases of the 
economy resulting from varying degrees of mobilization. The authors are per- 
fectly aware of the limitations of their method, and of the fact that actual mobili- 
zation may vary considerably from the conditions which they have assumed; 
but this method serves to focus attention on some of the problems growing out of 
mobilization and to provide a basis for the formulation of public policy with re- 
spect to these problems. 
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One of the most outstanding among these problems is that of the inflationary 
gap between disposable income in the hands of consumers on the one hand, and 
the amount of available consumers goods on the other. The conclusion seems in- 
escapable, regardless of the conditions assumed, that mobilization is bound to 
set up tremendous inflationary pressures and one of the most important problems 
of public policy will be that of dealing with these pressures. The amount of the 
inflationary gap will depend upon: rates of saving, rates of taxation, and the ex- 
tent of mobilization. But even on the assumptions that saving will take place at 
the same rates as in World War II and that taxation will be based on the severe 
rates that prevailed in Britain during that war, the inflationary pressure will be 
very excessive. This pressure will be intensified further by the large volume of 
liquid assets in the form of government bonds and savings accounts which are now 
being held by consumers, as consumers will tend to convert and expend these, 
rather than reduce their standard of living. The situation is further intensified 
by the existing distribution of both wealth and income in the United States, 
since those with larger incomes also tend to hold the larger share of liquid assets. 
With a limited output of consumers goods, these groups would be able to buy up 
the entire output, in the absence of controls, thereby leaving nothing for those 
with smaller incomes and fewer liquid assets. 

In view of these facts, the authors have set up criteria asa measure of suitable 
public policy. The policy adopted should meet the following conditions: ‘‘(1) 
enable the economy to operate at full capacity, (2) make the economy as re- 
sponsible as possible to the changing pattern of wants and resource availability, 
(3) provide a fair distribution of the sacrifices to be imposed, and (4) prevent the 
creation of additional problems for the postmobilization period” (p. 103). In 
the light of these objectives, consideration is given to the advantages and dis- 
advantages of various alternatives in policy. 

The first of these is the policy of disequilibrium as used in World War II. While 
this policy worked fairly well then, it has certain shortcomings. Inherent in it was 
a hidden element of inflation. It did not provide for an entirely satisfactory dis- 
tribution of goods, was hard to administer, and left an aftermath of postwar 
problems. It is not suitable for the present emergency because of the changed 
conditions under which mobilization must now proceed. First of all, the present 
effort is likely to be greater and of longer duration than that of World War II. 
Second, the initial level of employment is higher than at the beginning of that 
conflict. Third, the volume of liquid assets held by consumers is far greater now 
than in 1942. Last but not least, inflation has already proceeded to the point 
where some people are losing faith in the stability of the price level. Under these 
conditions, it does not seem likely that the system of controls used then will be 
adequate for the future. 

‘“‘Pay as you go” offers an alternative policy, which would solve the inflation 
problem; but it is rejected on the grounds it would impose a prohibitive burden 
of taxation on the people, it would destroy incentives to production and it would 
not equalize the burden to be borne by the people. 

As a way out of this dilemma, the authors propose a third policy which would 
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combine some of the best features of the disequilibrium system and also of “pay 
as you go,” but which will still operate within the price mechanism to direct pro- 
duction and the allocation of resources. In order to deal with the problem of in- 
flation, provision would be made for rationing consumer expenditure, rather than 
by controlling prices and rationing consumer goods. After receiving his income, 
the individual would be allowed to spend a designated proportion of it for con- 
sumers goods, as he saw fit, buying what he pleased and paying whatever prices 
he was willing to pay. Thus price would perform the usual functions in the econ- 
omy, of determining what consumers goods would be produced, how resources 
would be allocated for their production, and how they would be distributed after 
they were produced. Individual prices could still fluctuate but the general price 
level could be stabilized, by reducing the ration of consumer expenditure if prices 
tended to rise or increasing it if prices fell. Consumer income, over and above the 
expenditure ration, would be diverted into illiquid assets, consisting principally 
in annuities and illiquid government bonds. Provision would also be made to 
control investment to prevent it from disturbing the equilibrium. 

The proposals advanced by the authors are worthy of serious consideration. 
Nevertheless, in a political system dominated by pressure groups and by the 
desire to give benefits to all, one wonders how such a program, or any other 
program which would deal adequately with the problem of inflation, could be 
implemented? The authors did not see fit to deal with this question. Perhaps they 
did not consider it to be within their province. 

Virginia Polytechnic Institute B. O. MiLLer 


Economic Mobilization and Stabilization. By Lester V. Chandler and Donald H. 
Wallace. New York: Henry Holt and Co., 1951. Pp. xl, 610. $4.50. 
The cover of this book indicates that it deals with economic mobilization and 

stabilization and was written by Professors Chandler and Wallace. The actual 

nature of the book is indicated more cleariy by the subtitle—Selected Materials 
on the Economics of War and Defense—which appears on the title page. There 
are 6 parts and 26 selections. Professors Chandler and Wallace have each con- 
tributed two selections. The other selections were written by many people. The 

authors and co-authors listed by name include J. E. Brigante, J. W. Fesler, J. 

B. Parrish, Carl Shoup, F. D. Graham, Roy Blough, M. Farioletti, A. G. Buehler, 

H. M. Douty, H. C. Mansfield, A. G. Hart, W. E. Chalmers, M. Derber, W. H. 

McPherson, J. K. Galbraith, R. B. Heflebower, G. Ackley, W. Gorter, G. H. 

Hildebrand, E. 8. Shaw, and L. Tarshis. Only a few of the selections were written 

specifically for this book. Most of them are journal articles (including several 

from the American Economic Review) or parts of books and governmental pub- 
lications. 

Part I is introductory and contains two general selections on the basic economic 
problems of war and defense programs and on economic controls in full war. 
Part II deals with the physical or resource problems of wartime, and includes 
selections dealing with the determination of war production objectives, produc- 
tion scheduling, allocating materials, allocating labor supply, and the relation of 
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wage control to manpower problems. Part III wrestles with war finance and 
economic stabilization, and presents selections on the nature of war finance 
problems, adequate war taxation, the individual income tax, federal sales taxes, 
taxing consumer spending, and forced loans. 

Part IV, on direct stabilization controls in wartime, contains selections on 
fighting inflation, the development of wage-price policies, problems and policies 
of dispute settlement and wage stabilization, price control policies and operations, 
rationing consumer goods, and the general strategy of stabilization. Part V, on 
the economics of a limited defense program, presents materials on the economics 
of national defense, general strategy of economic policy for less-than-total war, 
the role of direct controls in economic stabilization, the relation of price and pro- 
duction controls, and the question of whether price control is really necessary. 
Part VI consists of a single article which presents a suggested program for eco- 
nomic mobilization for full-scale defense. 

It will not be feasible in a brief review to appraise the various selections in- 
dividually, so this review will be limited to some general remarks. As Professors 
Chandler and Wallace point out, the book does not attempt to deal with all the 
economic problems of wartime. Such topics as international economic relations 
in wartime and economic warfare are not dealt with at all. Subsidies, rent con- 
trol, the financing of plant expansion, and problems of food pricing and supply 
come in only for incidental reference rather than specialized treatment. 

The title of the book suggested to this reviewer that the volume had to do for 
the most part with the current situation of economic mobilization for defense and 
the problems incidental thereto. Actually the great bulk of the book (Parts III, 
IV, and V, pp. 62-499) deals with our experiences in World War II. Some of the 
articles in these Parts were written in retrospect after the war was over, but others 
were obviously turned out in the heat of the conflict. Part V is concerned with 
the economics of a limited defense program, but at least some of the articles seem 
to be rather general and theoretical, and most of them are very brief. Then Part 
VI shifts to the problems and policies which would become important if limited 
mobilization for defense should turn into full-scale defense. 

Books composed of selections from a wide assortment of authors are likely to 
exhibit a certain amount of unevenness and repetition from one selection to 
another. The present volume is no exception. The articles are uneven in length, 
running from a low of 4 pages to a high of 69. They are uneven in style and 
method. Some are descriptions of facts, conditions, and policies, with little if any 
evaluation of alternative policies or of the results of given policies. Others con- 
sider at length the results of policies adopted, the nature and probable results of 
alternative policies, and the ways in which we might do better on another oc- 
casion. As a result, the articles are uneven in interest, at least to this reviewer. 

Unevenness is also found in the different meanings which are attached to terms 
and concepts from one selection to another. Inflation, for example, is sometimes 
taken to mean a considerable increase in the money supply and in money in- 
comes relative to the volume of goods available to the recipients of the money, 
and wage-price controls are regarded as attempts to prevent the results of in- 
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flation while refusing to attack its cause. In other selections, inflation is appar- 
ently taken to be synonymous with rising prices, and wage-price controls seem 
to be considered as weapons for a direct attack on inflation rather than merely 
on its symptoms. Wage-price controls are also a good example of the tendency to 
present discussions of given topics in several different selections. 

The foregoing remarks do not indicate a generally unfavorable reaction to the 
book on the part of this reviewer. Most of the selections are of good quality and 
some are excellent indeed. Many of the selections make interesting reading and 
afford valuable insight into our economic problems and policies during World 
War II and in the present situation. Although the circumstances are far from 
being exactly the same, knowledge of our experiences with mobilization and sta- 
bilization during World War II should be helpful in dealing with the present 
situation. In any case, it would probably have been impossible, because of a 
shortage of materials, to put together a book dealing exclusively with the present 
situation of partial mobilization. Some unevenness and repetition are almost 
automatic defects of a book composed of selections by a large number of authors 
and are difficult to avoid altogether even when the number of collaborating au- 
thors is small. 

Even though it does not cover all of the economic problems pertaining to war 
and defense, the book should be useful and widely used in the courses in “‘war 
economics” which are springing up once more in many colleges and universities. 
It will also be useful as a source or reference book for various people who wish to 
find out in detail how the economic problems of war and defense have been 
handled in the past and might be handled at present. However, it seems too 
much to expect that the book will really prove enthralling to the general reader. 

University of Florida H. Biopeerr 


Manpower Resources and Utilization. By A. J. Jaffe and Charles D. Stewart. 

New York: John Wiley & Sons, 1951. Pp. xii, 532. $6.50. 

Mr. Jaffe and Mr. Stewart have constructed for the student of population 
problems a useful résumé of the achievements in working force measurement and 
analysis, and have pointed out those avenues needing further investigation. 
Their criticisms are brief, clear, and to the point. Throughout the volume are 
many well-placed suggestions for improvement in current procedures in labor 
force analysis, and an excellent bibliography has been placed among the appen- 
dices. Any person conducting research in the subject matter covered by the au- 
thors should give the book careful attention. The study, however, has certain 
shortcomings. 

The authors state that ‘“... in this book we are directing our attention pri- 
marily to a study of the United States working force—what it is, what factors 
have influenced it in the past and what pressures are shaping it today, and how 
it is related to other aspects of our society.” They promise more than they deliver. 
After reading the book one is definitely aware that a contribution has been made, 
but one still has an uneasy feeling of disappointment. 

Part I is concerned with “Problems of Measurement and Analysis.” In it are 
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discussed topics such as ‘Measuring the Working Force in a Transitional Econ- 
omy,” “The Rationale of the Current Labor Force Measurement,” and ‘‘Work- 
ing Force Enumeration in Practice.” The section lives up to its title. Part II 
covers a “Description of the United States Working Force.” The authors give 
an excellent description of our working force, of its individual and family char- 
acteristics, and of those persons not in the working force. Part II is well done. 
Part III, however, entitled “The Working Force in Its Social and Economic 
Context,” the apparent major objective of the book, appears to be primarily 
concerned, first, with generalizations, most of which are known to any half- 
serious student of economics, and, second, with reasons why an analysis of the 
working force in its social and economic context is difficult. This latter concern 
is responsible for one of the major contributions of the study. The writers in set- 
ting forth the difficulties which they encountered have laid out very ably the area 
in which further investigation is needed. The job, however, is done by default. 

The foe of centralization will not like the book. Its tone is pitched at positive 
governmental control of our economy, not merely at counter-cyclical action. 
Occasionally one can find an explicit statement to support the underlying as- 
sumption that such control is continuously needed, e.g., “Economic develop- 
ment is increasingly recognized as a matter for affirmative public policy and ac- 
tion because it does not take place automatically” (p. 104). 

Now and then a passage is found which, while the intent cannot be mistaken, 
is technically incorrect. On page 210 one reads, ‘Except for reasons of this kind 
we would not expect to find any secular trend in unemployment data... .” Of 
course the writers know that if data extend over time, some sort of secular trend 
exists. Again, on the same page one finds, ‘But technological unemployment is 
regularly wiped out in the successive upward swings in the business cycle.” In 
context the meaning is clear, but alone the statement implies that there is no 
technological unemployment in the up-swing of the cycle. On the next page the 
reader finds, ““The true test whether unemployment is essentially frictional turns 
on the question whether the volume of unemployment existing could [reviewer’s 
italics] be reduced appreciably, if at all, by greater aggregate money expendi- 
tures ...” but on page 264 one finds, “... technological innovation will (all 
other things remaining equal) raise the volume of frictional unemployment. . . .” 
It seems to this reviewer that if the authors applied their own test for frictional 
unemployment, technological unemployment could not have been classified as 
frictional. There are other statements which appear to be hurriedly thrown to- 
gether. 

The authors frankly state, “... we are not dealing with the factors that in- 
fluence wage rates; we are not concerned with the role of unionism, labor-manage- 
ment relations, worker morale, job seniority, work hazards, number of working 
hours, or any of a multitude of problems which might be said to center about the 
job rather than about the person.” They go on to say, “‘... we are not directing 
this volume at the separate problems of employment and unemployment.” The 
writers, as they freely admit, make no attempt at tracing the complete historical 
development of our work force, nor at constructing an integrated population 
theory. The reader still feels, however, that a little more depth would have added 
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much to the usefulness of the study. The book could be made a master work if 
revised, perhaps to extend to several volumes, and if a deeper and a more inten- 
sive analysis were made. 


Texas Western College Joun H. D. Spencer 


The Navy and the Industrial Mobilization in World War II. By Robert H. Con- 
nery. Princeton, N. J.: Princeton University Press, i951. Pp. xi, 527. $6.00. 
With industrial mobilization again an urgent reality, Mr. Connery’s detailed 

“case study” of the Navy’s share in the industrial mobilization of the Second 

World War is a valuable contribution to what, until recently, has been an in- 

digent and neglected phase of public administration. 

Mr. Connery is quick to note that any enumeration or appraisal of the wartime 
evolution of the Navy’s material organization must be drawn against the back- 
ground of the governmental career of James Forrestal. Particularly when taken 
in context with the often informal and intimate glimpses of Mr. Forrestal now 
available in diary form, Mr. Connery’s book becomes a focusing lens through 
which the stature of a distinguished public servant can be seen with increased 
clarity. 

In tracing the transitional phases of the Navy’s part in industrial mobiliza- 
tion, Mr. Connery identifies and analyzes three areas of major significance. The 
first is the hard-won yet decisive victory engineered by Mr. Forrestal in trans- 
forming civilian control over the military into an operating reality in the Navy 
Department. The second area traces the improved techniques of administrative 
control and organization which were introduced by Mr. Forrestal with the aid 
and guidance of a core of able administrative advisors and assistants, drawn in 
large part from Mr. Forrestal’s own background of investment banking. The 
analytical objectivity of the management consultant appears frequently as the 
device by which administrative bottlenecks were shattered and improved opera- 
tional apparati were formulated. Beneath the printed word, there can often be 
detected sounds of toes being trodden upon and of long preserved boundaries of 
entrenched prerogatives, particularly of the bureau chiefs, being hammered into 
new contours. It is a tribute to the patience, persistence, and administrative 
skills of the designers of the Navy’s role in industrial mobilization that the tumult 
and shouting were not more blatant. 

The third and major area of Mr. Connery’s study deals with the complexities 
of material procurement for a Navy which, under the demands of global war, was 
to expand and equip itself through the expenditure of more than $90 billion be- 
tween July 1, 1940 and June 30, 1945. The urgent necessity of expediting the 
needed procurement and coordinating the material demands of the various Naval 
Bureaus, both with themselves and with other military and civilian groups, posed 
problems of severe magnitude. Naval supremacy may be won by fast carrier task 
forces and invasions may be launched from huge amphibious armadas, but carrier 
and amphibious craft are the result of effective, painstaking procurement which, 
in the urgency of war, often require the radical expansion of existing industrial 
facilities. Mr. Connery highlights the struggles attending the development of 
revised Navy contract procedures and the inevitably trying complexities of 
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renegotiation. The Navy’s successful (and, incidentally, profitable) role in sup- 
plying financial assistance to industry via guaranteed loans is carefully shown. 

Mr. Connery states that the three areas with which he deals were so closely 
interwoven as to be part of the same administrative pattern. In this pattern, the 
dominant thread is clearly that of vigorous and perceptive administrative skill. 

Although not an officially authorized history, Mr. Connery’s study was under- 
taken at the suggestion of Mr. Forrestal and was based on information contained 
in official records. It is not unlikely that Mr. Forrestal’s foresight may have 
envisioned something akin to a 1952 when administrative guidemarks in the 
turbulent area of industrial mobilization would be of inestimable value to both 
student and practitioner. 

University of North Carolina Arca R. 


Financing Defense: Federal Tax and Expenditure Policies. By Albert G. Hart 
and E. Cary Brown. New York: Twentieth Century Fund, 1951. Pp. xiv, 
161. $2.00. 

This volume is a sequel to an earlier book by the same group, Defense Without 
Inflation. Both studies are directed to the problem of restraining inflation in a 
period of rearmament and the indefinite maintenance of a “readiness economy.” 
Both books are semi-popular in nature, hastily prepared by a group of several 
people and published quickly in an effort to influence popular thinking and policy 
action. They suffer from the defects inherent in such an effort. 

The present volume concentrates on and amplifies themain thesis of theearlier 
volume—that budget measures “are the strongest stabilization tools at our dis- 
posal.” The authors examine the possibility of reducing government expenditures, 
but conclude that ‘‘. . . the problem of inflation . . . cannot be solved by a reduc- 
tion in nonessential civilian outlays ... inflation can be controlled only by in- 
creased taxes” (p. 35). They recognize also that if taxation is to curb inflation it 
must bear heavily upon the purchasing power of the masses. 

The authors look at excise, commodity, and sales taxes but do not favor them 
unless their impact upon the lower-income groups can be lightened through care- 
ful selection or some form of personal exemption. The latter, admittedly, would 
be very difficult, if not impossible, to administer. Further, if such taxes are re- 
flected in prices they may promote inflation through escalator clauses and parity 
prices. 

Considerable attention is given to several new, and as yet untried, personal 
taxes, such as a tax on increases in personal income, a spendings tax, and a tax 
on net worth. It is recognized that these would all have to be very carefully 
tailored to prevent inequities and would present grave, if not insuperable, ad- 
ministrative problems. But this chapter is largely filled with shadow-boxing, for 
at the end the authors admit that ‘This array of personal-tax possibilities yields 
few suggestions which promise to help much against inflation within the next 
few years” (p. 97). 

In regard to the personal income tax, the authors recommend stronger enforce- 
ment and an increase of the tax base through taxing more of capital gains and in- 
come in kind, reducing percentage depletion, and taxing the interest on state 
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and local bonds. They also consider the possibility of rate increases and the re- 
duction of personal exemptions. They indicate that the personal income tax 
must be “the core of economic stabilization policy” (p. 111). 

The authors do not put forward any program of specific recommendations. 
The committee is not much more specific. It advocates an increase in taxes of 
the full $16 billion recommended by the President in 1951, would like to see an 
examination of ‘‘some of the less conventional forms of taxation,” would tend to 
favor a general sales tax if certain conditions could be fulfilled but is “not op- 
timistic as to the possibility of fulfilling those conditions, and hence look(s) 
rather toward increasing the base rate of the personal income tax, with a reduc- 
tion of the exemption as a resort to which the country might reluctantly be 
driven” (p. 159). 

The authors have done an excellent job of drawing together the basic issues of 
the problem, but limited time and space seriously curbed the effectiveness of 
their work. Their treatment of political factors is uneven and might be questioned 
on certain points. They think that workers and farmers might be induced to con- 
sent to changes in the operation of escalator clauses and parity prices if there were 
a personal exemption in a sales tax, and that ‘Workers will presumably be more 
willing to forgo (ste!) wage increases if the financial benefit flows chiefly to the 
Treasury rather than to the company” (pp. 66, 119). It is doubtful if the policies 
followed by these groups lend support to such assumptions. In considering the 
excess profits they state (p. 128) that the fact that organized labor favors such a 
tax may make increases in rates necessary “if other essential stabilization meas- 
ures are to be agreed upon.” But in considering a possible reduction in personal 
exemptions under the income tax, they do not mention labor opposition. Cer- 
tainly labor would not be enthusiastic about such a reduction. 

This book provides interesting food for thought on the increasing difficulty of 
finding additional tax revenues as tax rates move higher and higher. Both the 
authors and the committee twisted and struggied painfully in a great effort to 
suggest new sources of revenue which would be reasonably equitable and ad- 
ministratively feasible and which at the same time would keep inflation under 
control in a period short of all-out war. They were only partially successful. It is 
sobering, if not alarming, to consider the size of the task if we had to make recom- 
mendations for a full scale war. 


Duke University B. U. Ratcurorp 


The Nature and Tax Treatment of Capital Gains and Losses. By Lawrence H. 
Seltzer and others. New York: National Bureau of Economic Research, 1951. 
Pp. xxii, 554. $7.50. 

This substantial treatise exhaustively studies the basic aspects of capital gains 
and losses. Any book intended to throw new light on such an all comprehensive 
interpretation of so fundamental a problem in economics is certain to find the 
basic data fragmentary and, at times, missing altogether. Chapters 1 to 11, 
comprising 318 pages, cover the following topics: 

Chapter 1, Background of the Controversy. 

Chapter 2, Origins of the Special Legal Status of Capital Gains. 
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Chapter 3, Economic Nature of Capital Gains. 

Chapter 4, Should Capital Gains be Taxed as Income? 

Chapter 5, Distribution of Capital Gains. 

Chapter 6, Changing Taxes and Investors’ Behavior. 

Chapter 7, Capital Losses and Short Term Transactions. 

Chapter 8, Changing Treatment and Federal Revenues. 

Chapter 9, Tax Avoidance Through Capital Gains. 

Chapter 10, Treatment of Capital Gains and Losses in other Countries. 

Chapter 11, Competing Proposals. 

The Appendices comprise pages 319-546. 

Appendix 1, Sources and Methods, pp. 321-360, covers sources, differences in 
returns, changes in filing requirements, basic data on capital gains and losses for 
various periods, loss carry-over, income classification, and returns of corporations. 

Appendix 2, pp. 361-546, comprises 98 tables covering in great detail statistics 
of capital gains and losses falling within the period of income taxation under the 
16th amendment. 

Endless controversy has arisen over the nature of capital gains and losses, 
whether capital gains are income, and the extent to which such gains should be 
taxed. In some countries capital gains are not taxed. In other countries ceiling 
rates of taxation of capital gains are fixed by statute. In the United States the 
first several income tax laws, adopted under the 16th amendment, taxed capital 
gains the same as ordinary income, but later Congress placed limitations on rates 
applicable to capital gains and also limited the amount deductible for capital 
losses. 

As to the practical effects of taxation of capital gains opinions differ. These 
the author evaluates with reference to the economic development of this and other 
countries. Among the practical questions for which answers are sought are: 

1. Should unrealized capital gains be taxed and unrealized capital losses be 
deductible? 


2. Should the rates of taxation on capital gains vary with the period capital 
assets are held? 

3. Should capital gains and losses be treated differently? 

4. Can the taxation of capital gains be regardedas aneffective method of reach- 
ing shares of capital stock of corporations which reinvest their earnings where 
such earnings are not counted as income of particular stockholders? 

A review can give but an inkling of the contents of so comprehensive a book. 
Those interested in theoretical aspects of the subject will find here attempts at 
interpretation with due reference to facts drawn from experience. 

Louisiana State University Ear A. SALIERS 


Economic Effects of Section 102: The Penalty Tax on Unreasonable Accumulation 
of Profits. Edited by Mabel L. Walker. Princeton, N. J.: Tax Institute, 1951. 
Pp. xxiii, 314. $5.00. 

A reader’s reaction to this volume will depend somewhat on what he is looking 
for. If he is looking for conclusive findings of fact on the basis of which he can 
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carry on a campaign for corporate tax revision it is probable that he will meet 
with disappointment. On the other hand, if he is seeking a statement reflecting 
all aspects of the impact of corporate tax policy he will find the presentation to be 
an excellent source of information. 

Technically, the editor has done an excellent job in organizing the material, 
including as she does a synopsis, compietely indexed, of points of criticism, de- 
fense, extent and significance of the impact of the tax, proposals for improvement, 
action of the panel on policy proposals relating to the Section, and a summary of 
the results of the questionnaire survey which preceded the panel discussion. 

Whether the results achieved warranted the work put upon it must be left to 
the judgment of the reader. For as the preliminary statement says, “From the 
standpoint of either volume of litigation or volume of revenue collected under it, 
Section 102 is relatively unimportant” (p. 5). The admission of the chairman of 
the panel that the study is ‘somewhat nebulous” (p. 29) tends to cast a further 
doubt upon the conclusive character of the work. It is indeed disappointing that 
the many statements of opinion which pervade the discussion are not supported 
by statistical evidence, a condition which is perhaps understandable in view of the 
confidential character of such material. The figures supplied by the Commissioner 
of Internal Revenue (p. 93), while valuable in weighing the relative importance of 
the tax, still do not prove any particular argument for or against the tax. 

The verbatim reports of the panel discussions, occupying the major portion of 
the book, (pp. 28-301), and the extensive bibliography which is appended, should 
provide valuable material for students of government tax policy and for that 
reason I would consider the work to be a major contribution to the field. 

Drew University Rospert ScHuitTz 


The Economic Development of Guatemala. Washington: The International Bank 
for Reconstruction and Development, 1951. Pp. xviii, 305. $5.00. 

This is a report of an economic mission sponsored by the International Bank 
for Reconstruction and Development in cooperation with the government of 
Guatemala, and it should serve as a model for such reports. The members of the 
mission: —the chief of the mission was Professor George E. Britnell, Head of the 
Department of Economics and Political Science, University of Saskatchewan, 
and included members from the United States and from Latin America—made a 
most complete study of the economic problems and potentialities of Guatemala. 
They must have read and analyzed hundreds of documents and reports, and, in 
addition, traveled extensively throughout the country interviewing Guatemalans 
from all walks of life, and securing many different opinions and viewpoints. This 
would seem to be unusual, for many economic missions to Latin America have 
secured their information in the lobbies of the leading hotels of the capital city, 
or in the offices of the leading foreign business concern. 

The report is extremely readable. It contains a brief but adequate description of 
the main features of the economy of Guatemala. This is followed by a more de- 
tailed description and analysis of the characteristics and problems of agriculture, 
industry, mining, transportation, telecommunications, and power. In the case of 
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each of these activities several recommendations are made for the solution of the 
problems which the mission found to exist. In each instance priorities are as- 
signed to the recommendations, and an estimated cost is included for the guid- 
ance of the Guatemalan government. Since the major responsibility for develop- 
ing the economy of Guatemala is to be governmental, the mission devotes one 
chapter to an examination and criticism of public policies affecting present and 
future development of the country. Although it is noted that this was not one of 
the specific objectives of the mission, the members felt it necessary to offer “a 
limited number of recommendations in matters of organization and public policy 
(because their) fundamental importance to national development in other fields 
cannot be ignored.” The final chapter proposes several broad investment pro- 
grams for development, with the next-to-last chapter presenting a brief examina- 
tion of the principal sources from which the investment funds might come. The 
major sources include: (1) Central Bank borrowing—the mission recommends 
little use of this course because of inflationary effects; (2) increased tax revenues 
through the adoption of several recommended reforms which will thoroughly re- 
organize the tax system; (3) increased profits from improved management and 
administration of the Fincas Nacionales—large farms and plantations owned and 
operated by the government; and (4) foreign direct investment. 

The report strikes a nice balance between economicsand politics, and frequently 
notes that although its recommendations may be sound from an economic stand- 
point, the political situation of the country might be such as to make it unwise to 
attempt the reforms. Further, the report is quite objective in its handling of pub- 
lic versus private investment, and in the matter of foreign business interests 
versus natives. The mission does not hesitate to recommend public investment 
when this seems to be the best solution, but there is no evidence of wanting to 
hold public investment good per se. There is some direct and considerable im- 
plied criticism of United Fruit and International Railways of Central America— 
the two dominant foreign businesses in Guatemala—but the mission gives ample 
space to the foreign companies’ allegations of unfair practices of the Guatemalan 
government. It seems to the reviewer that the report succeeds admirably in pro- 
ducing a solution to the economic problems of Guatemala which makes the great- 
est possible use of native potentialties, and shores up the weak spots with foreign 
assistance in a manner and of a kind that does not offend native sensibilities. 
This would seem to be of the highest importance in an era in which the foreigner, 
particularly the white foreigner (the population of Guatemala is 60 per cent pure 
Indian), is lookec. pon with considerable suspicion and hostility. 

University of Alabama Ernest F. Patrerson 


Report on Cuba. Washington: International Bank for Reconstruction and De- 
velopment, 1951. Pp. xxiv, 1049. $7.50. 

This is an impressive document indeed. After one has perused its more than 
1000 pages, he is well acquainted with the major characteristics of the Cuban 
economy. The commission, which made the study for the World Bank and the 
Cuban Government, was headed by the late Francis Truslow Adams, president 
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of the New York Curb Exchange, and included the distinguished economist, 
Eugene Staley, among its 17 members. The purpose of the mission was “to make 
an objective and thorough study of the economy and to make practical recom- 
mendations for the furtherance of the economic development of (the) country.” 
Certainly the study is thorough, and although it appeared to the reviewer that 
the members of the mission were not always able to overcome certain preconcep- 
tions and biases, for the most part, it is objective. 

The organization of the study is unique. The material is divided into ten 
‘‘Books”’; each “Book” is divided into chapters. The chapters are subdivided into 
major topics, and then each major topic divided into innumerable sections. 
Book I is an excellent summary of ithe findings and recommendations of the 
mission. Book II briefly describes the main features of the Cuban economy. Book 
III is titled “Production,” and describes the three industries which the mission 
believes hold greatest promise for Cuba—agriculture, manufacturing (principally 
processing the raw materials of agriculture), and mining. Book IV analyzes the 
characteristics and problems of transportation, communication, and power, 
which are called ‘‘Aids to Production.” Book V, titled “Human Problems,” 
deals with labor-management relations, education, and health. The role of the 
government in aiding (or hindering) economic development, in furnishing “‘public 
utilities,” and in providing “social security” is ably described in Book VI. Book 
VII, titled ‘‘Finance,”’ includes national income, money and banking, and public 
finance. Book VIII is an analysis of Cuba’s international economic relations, a 
very important matter for Cuba since her economy is largely dependent on foreign 
trade. The reviewer could not see the need for Book IX, which contains only one 
chapter, and largely repeats the material of Book I, unless the mission felt that 
the Cubans needed additional exhortation. Book X, which is the longest Book. 
of the study, is in many respects the most interesting and valuable. It describes 
in considerable detail the technical characteristics and problems of practically 
all the Cuban industries. 

Two criticisms, at least, seem in order. Students of Latin American economics 
have noted the urgent drive to industrialize these countries, and the increased 
role of the state in this industrialization. The Estado Intervencionista is matter-of- 
factly and widely accepted throughout Latin America, hence one wonders how 
well the Cubans will receive the mission’s obvious preference for “free private 
enterprise” as the agent to be used in improving the economic position of the 
country. 

Second, it seemed to the reviewer that the mission was too concerned with re- 
flecting the Cuban employer’s—or is it the United States employer of Cuban 
labor, since United States-owned investments in Cuba totaled 590.5 millions of 
dollars in 1943 (U.S. Treasury Department, Census of American Owned Assets in 
Foreign Countries, 1947)—complaints about the strong labor movement in Cuba, 
and the Cuban government’s support of it. The mission seems to pine for the 
“free labor market (in which) some of the unemployed sugar workers would offer 
to work for less during the dead season, rather than remain idle” (p. 131). In 
fairness to the mission, it should be noted that their usual high standard of ob- 
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jectivity is not seriously damaged by this, because some space is devoted to labor’s 
answer to the employer charges of “featherbedding,” opposition to introduction 
of new techniques, and inability to fire workers no matter how inefficient. 

These are minor criticisms, and do not seriously detract from the importance 
of this document as an addition to the information needed in order to understand 
our southern neighbors, or its usefulness as supplementary reading in Latin 
American economics courses. 


University of Alabama Ernest F. Patrerson 


The Soviet Economy During the Plan Era. By Naum Jasny. Stanford, Calif.: 

Stanford University Press, 1951. Pp. v, 112. $2.00. 

This book should be considered as an introduction to the subject of Soviet 
national income, its sources and distribution. The divergence in opinions among 
numerous writers, as described by Jasny, suggests the real need for a more critical 
re-examination of the whole strulture of the Soviet national income peculiar to 
the macro-economic society. 

The author has divided his book into five chapters, appendix note and appendix 
tables. In the first chapter he introduces himself as a man who is afraid of the 
Bolsheviki because they are capable of channeling approximately one-half of 
their national income to the armament program, including the atom-bomb de- 
velopment which resulted in an extremely low standard of living for the Soviet 
population. 

Jasny denounces not only the published Soviet statistics, but he rebukes the 
other non-Soviet students for using these statistics without a proper adjustment. 
for exaggerated Soviet claims. Evaluation of the Soviet statistics is a heartbreak- 
ing task and Jasny cautions us that even his own estimates are not reliable be- 
cause he had to “‘fill the gaps’ and “‘adjust”’ the available data. To weed out the 
Bolsheviki lies injected in their published statistics he devised his own measure 
which is based on real 1926-27 prices in the U.S.S.R. These prices are actual prices 
of that year which the author adjusted for new products to the level of products 
existing in 1926-27. 

In Chapter II Jasny describes sources of the Soviet national income: agricul- 
ture, industry, construction, transportation and trade, main sources being agri- 
culture and industry. He has found that agricultural output between 1928 and 
1937 has increased 19 per cent (real 1926-27 prices) whereas population has in- 
creased by approximately 15 per cent. The industrial production during that 
period increased 1.9 times. As a whole the net national product during the period 
in question has increased 1.1 times. But between 1928 and 1948 the following in- 
creases took place: agriculture 16 per cent; industry 2.2 times; net national prod- 
uct 1.6 times. From these data Jasny concludes that during the plan era there has 
been a great deterioration of national diet. 

Jasny of course is correct in stating that between the beginning of World War 
II in 1941 and 1948 the Soviet standard of living has been lower than that of 
1937—40, but it is debatable whether the 1928 standard of living was higher than 
it was in the 1937-40 period. In 1928 the U.S.S.R. had just begun to recover 
from the Civil War and the War Communism which caused a general degradation 
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of the Soviet economy. What is most interesting to this reviewer is the rate of 
investment which suggests a rapid turnover, but unfortunately Jasny neglected 
this problem. 

Chapter III deals with the allocation of national income to military require- 
ments which show a tremendous increase from 0.7 billion rubles in 1927-28 to 
17.5 billions in 1937 and 66.3 billions in 1948, and the author estimates that about 
one-half of it is allocated to the aviation industry. The Soviet armament industry 
is the most efficient in the U.S.S.R. Its operating cost in comparison with other 
industries is remarkably low. 

Chapter IV is devoted to living-cost indexes of workers’ families for the 
U.S.S.R. as a whole and for Moscow. The US.S.R. living-cost index is above 
that for the city of Moscow. Between 1926-27 and 1937 the U.S.S.R. cost of 
living (1926-27 prices) increased by 8.2 times and between 1937 and 1948 it 
increased further by about 3 times. During 1926-27 and 1937 the wage index 
increased by 4.3 times and between 1937 and 1948 this index rose by another 2.2 
times. Thus between 1926-27 and 1948 the cost of living has increased 12 times, 
whereas the wage index increased 7 times. These observations support Jasny’s 
thesis of a declining standard of living. 

However, Jasny’s own estimates show that during 1937-48 wage index in- 
creased by 2.2 times (p. 69) and the cost of living by ‘2.9 times and if we include 
the subsidies which the workers receive such as meals at cost in their factories, 
then during the period in question both indexes would be equalized and the de- 
terioration of national diet is not as pronounced as it seemed to be. 

Chapter V and appendix note contain the author’s conclusions, based on the 
material presented in previous chapters, i.e.: that through a dictatorial power, 
the Soviets divert a large proportion of their national income to new investments 
in capital goods and to the defense industry. By so doing the Soviets depress the 
consumption of consumers goods and thus there is a constant decline in the stand- 
ard of living. i 

Jasny describes the U.S.S.R. as a nation incapable of dealing with inflation. 
He underestimates the Soviets’ ability to manipulate economic laws to their 
advantages and he fails to substantiate his contention that the standard of 
living in 1926-27 was higher than in the 1937-40 period. 

Washington, D. C. V. KatKorr 


A Dollar Index of Soviet Machinery Output, 1927-28 to 1937. (U. S. Air Force 
Project RAND.) By Alexander Gerschenkron. Santa Monica, Calif.: The 
RAND Corp., 1951. Pp. v, 357. 

Professor Gerschenkron, with the assistance of Alexander Erlich, has produced 

a monumental statistical study of Soviet machinery production during the period 

of high-speed industrialization, 1928 to 1937. The heart of the work is nine ap- 

pendixes, 288 pp. long, consisting of dozens of statistical tables with detailed 
discussions of their compilation. The balance of the volume (67 pp.) comprises 
four chapters of general summary, describing the index, presenting the results, 
and subjecting the whole operation to a searching appraisal. 

Feeling that Soviet indexes, based on 1926-27 prices, exaggerate the increase 
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in output, he has created a new index. He accepts Soviet data or output, but in 
order to add together the disparate natural units (railway cars, machine tools, 
etc.) he has priced such items in terms of their American equivalents. He pre- 
sented the specifications for hundreds of types of Soviet equipment to a panel 
of American experts and asked them to estimate what the American dollar price 
would have been for each type in 1939. Satisfactory prices were obtained for 
128 types. These prices were then multiplied by the quantities of output as 
revealed by Soviet data to yield the dollar values of equipment. The addition of 
these values, year by year, yielded the series of dollar values of machinery output 
on which Gerschenkron’s index is based. 

In addition to those few select Soviet citizens who will be permitted to read 
it, the book will appeal to at least two non-Soviet groups. First it will serve as 
an indispensable handbook in the library of that small but growing number of 
students who specialize in the Soviet economy. They cannot afford to do 
without the convenient compilation of the output of 315 items of Soviet machin- 
ery to say nothing about the value of the analysis itself. 

Secondly, the introductory chapters are commended to economic statisticians 
and students of economic development. For some of them Gerschenkron’s meth- 
ods may serve as a model for comparative studies of developments in other coun- 
tries during the process of industrialization. They will want to know why the 
Soviet index, using Russian 1927-28 prices, shows an increase in output between 
1928 and 1937 of 1509 per cent, while Gerschenkron’s index, using American 
dollar prices as weights, indicates an increase over the same period of only 525 
per cent. His basic explanation of the discrepancy is an elaboration of the prop- 
osition that pre-industrialization prices, if used as weights, will yield a higher 
rate of growth than post-industrialization prices. In this case Soviet 1926-27 
prices are pre-industrial and American prices of 1939 are post-industrial. To put 
it in terms familiar to every statistician, ‘‘Laspeyres’ index based as it is on what 
may be called ‘pre-industrialization’ prices, must yield a higher rate of growth 
than the Paasche index, which is based on ‘post-industrialization’ prices.” To 
illustrate this point Gerschenkron made other statistical comparisons. In one of 
them United States output of machinery in 1899 and 1939 was valued at the 
prices of both years, these years being chosen as representing ‘‘before and after” 
industrialization. The amazing result is that the output index computed at the 
prices of the earlier period (1899) exceeded those computed at prices of the later 
period (1939) by 7.8 times or 780 per cent. Gerschenkron explains, 


It is thought advisable to include these empirical investigations not only because of 
their immediate bearing on the present index, but also because they appear to throw into 
bolder relief that great calamity of quantitative economic research that usually goes under 
the name of ‘index number problem’... The illustrations ...may transcend in impor- 
tance the narrow limits of the present study. The magnitude of the discrepancies are such 
that no one engaged in international or historical output comparisons can afford to ignore 
them (pp. 50-55). 

Professor Gerschenkron admits that the choice in constructing indexes of 
Russian production is between the use of Soviet and non-Soviet data as weights 
jn such indexes. He points out that one way of constructing an index based on 
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Soviet weights would be to deflate values of output at current prices by an index 
of Soviet prices over the period. 


Since the Soviets have not been publishing data on values of output at current prices’ 

and since such price data as have been disclosed are on the whole, rather scattered, con- 
struction of such an index would seem a very uncertain enterprise. Nevertheless, Naum 
Jasny has attempted recently to build up such an index, and one must await publication 
of his forthcoming book . . . before one can judge how well he has succeeded in overeom- 
ing the many obstacles that must have presented themselves and to what extent his 
index can be taken at being a usable yardstick for measuring Russia’s industrial growth 
(p. 10). 
It should be pointed out, however, that Naum Jasny does not have at his dis- 
posal the resources of the Harvard Russian Research Center and of the United 
States Air Forev. If, therefore, Jasny’s machinery indexes turn out to be less 
comprehensive and less detailed than those of Gerschenkron, it does not follow 
that Jasny’s approach should be abandoned. 

On the contrary, the construction of new indexes using Soviet price weights 
should be encouraged. Since Professor Gerschenkron began work on his index 
there have been uncovered by other scholars a wealth of data on Soviet prices. 
There is, for example, enough material available to make a comprehensive index 
of iron and steel prices up to and including 1951. Presumably the same or similar 
sources could be utilized to give a rough idea of the course of machinery prices. 
This reviewer is aware of some twenty Soviet price handbooks giving prices of 
machinery for the years 1948-1950 alone. It might be possible to recompute at 
least a representative sample of the items in the Soviet machinery index using 
not 1927-1928 prices, but Soviet prices for some later year or years, say 1936 
or 1950. The year 1936 would be particularly desirable because for that year, in 
which subsidies were eliminated, we know most about the significance of the 
Soviet price structure. Such a task would complement and enhance the value of 
the present work. ' 

Cornell University M. GarDNER CLARK 


La Monnaie. By Robert Mossé. Paris: Librairie Marcel Riviére et Cie., 1950. 

Pp. 206. 450 fr. 

This useful handbook, after an introduction by Howard §. Ellis (translated 
into French) and a brief preface by the author, sets forth its material in three 
main parts. In the first part, entitled Perspective Générale, which comprises 94 
pages, Professor Robert Mossé of the Faculty of Law at the University of Gre- 
noble, begins in Chapter I with a historical sketch which treats in parallel the 
evolution of theory and the monetary developments of the past half century. 
After the theoretical certainty at the beginning of this century (with regard to 
the gold standard) came the miracles and the mirages of paper money. And then 
money, which had been regarded as being a fomenter of business crises, was 
promoted to the rank of creator of business recovery and prosperity. The first 
half of the century ended in the conflict between authoritative planning and 
monetary control. 
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In the next three chapters, Professor Mossé presents a synthesis of problems 
and theories during the past four or five decades concerning the notion of money, 
the action of money, and the creation of money. He concludes that at present 
the central problem is that of monetary policy. And what men really want to 
know is whether it is possible to manipulate money so as to correct certain grave 
shortcomings in the present system and thereby introduce more welfare and 
social justice. 

In the second section, entitled Observations, and comprising 26 pages, two 
papers are presented to complement and temper Professor Mossé’s exposition. 
Professor Luigi Federici of the Faculty of Law at the University of Modena 
criticizes the advanced position taken by Professor Mossé with regard to mone- 
tary control, and concludes that “the monetary theory derived from the schema 
of Keynes has not succeeded more than that which is founded on the quantity 
principle to insert itself in the framework of modern general economic theory” 
(p. 134). Critical also is the paper contributed by Robert Triffin, who presents 
illustrations from the western hemisphere, and especially from Latin America, 
in discussing monetary controls versus monetary liberalism. 

The third main section of La Monnaie sets forth in 50 pages an excellent ana- 
lytical and critical bibliography. Here, one hundred works, selected as being the 
most important for monetary problems, are given thumbnail reviews which in- 
dicate briefly what each work covers and the theses it maintains. 

The volume reviewed is the first of the “Bilans de la Connaissance 
Economique,” or handbooks of economic knowledge (bilan is literally “balance 
sheet’’) to be edited by Professor Mossé under the auspices of the Association de 
Documentation Economique et Sociale et du Centre de Recherches Economiques 
et Sociales de la Faculté de Grenoble. Each of the handbooks to follow will be 
constructed on the same model as La Monnaie, i.e., three major sections, the 
first being a synthesis of about 100 pages showing for the subject chosen the 
main lines of the evolution of economic knowledge, the second section presenting 
one or more complementary papers, and the third section containing a selected 
analytical and critical bibliography. 

Forthcoming volumes will treat such subjects as The Object of Political Econ- 
omy, Economic Psychology, Wages, National Income, Investments, International 
Exchange, and Financial Relations Among the Nations. This project is a highly 
important and most useful contribution to contemporary economic analysis which 
American economists, as well as those of other countries, will be glad to know 
about and to follow with great interest. 

University of Southern California CiypE WILLIAM PHELPS 


Readings in Monetary Theory. Edited by Friedrich A. Lutz and Lloyd W. Mints 
(As a Committee of the American Economic Association). New York: Blaki- 
ston Co., 1951. Pp. ix, 514. $4.75. 

This book, volume five of a well-known series, consists of 15 articles (300 pages) 
on monetary theory and five articles (119 pages) on monetary policy. The latter 
section is included despite the title and represents something of a departure from 
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the previous volumes of this series. There is also an excellent classified bibliog- 
raphy (45 pages) by Harlan M. Smith. The bibliography excludes most articles 
in the banking journals and Federal Reserve publications, but along with pre- 
vious lists in prior volumes of this series, it should prove invaluable to advanced 
students of money. 

The earliest of the republished articles is Pigou on “The Value Of Money” 
(1917). There are three articles on theory! dating from the twenties, while all 
other articles originally appeared in the thirties and forties. All but three of the 
articles are reproduced without significant changes. Hawtrey on ‘Money And 
Index-Numbers” (1930) has been slightly abridged. Significant additions have 
been made by Clark Warburton to his article on “The Misplaced Emphasis In 
Contemporary Business-Fluctuation Theory” (1946). Don Patinkin took the 
opportunity to both correct and modify several parts of his excellent article on 
“Price Flexibility And Full Employment” (1948). 

This book is divided into four parts. The articles of part one on the integration 
of the theory of money and the theory of price and of part two on the demand for 
and supply of money are basically interested in the various aspects of the quan- 
tity theory of money and its implications. This reviewer was struck anew by the 
impression that almost invariably the writers of these articles assumed or im- 
plied a direct functional relationship, at all times, between the quantity of the 
means of payment and prices, income, and employment.? With the development 
of the ““New Economics” the emphasis has shifted away from such an assump- 
tion to an increased interest in other factors, usually of a short-run nature, which 
influence the level of spending. 

Part three on money, the rate of interest, and employment contains four very 
recent post-Keynesian articles. These are the already mentioned articles by 
Warburton and Patinkin, Pigou on ‘Economic Progress In A Stable Environ- 
ment” (1947), and Modigliani on “Liquidity Preference And The Theory Of 
Interest And Money” (1944). This section may be said to represent the “‘Pigo- 
vian”’ attitude towards recent monetary thinking.’ Modigliani’s highly mathe- 
matical exposition indicates this attitude by concluding that the Keynesian 
liquidity preference concept, if anything, is still a special, short-run, exceptional 
case affecting the rate of interest. Also, the basic matter determining the general 
economic situation is the relationship between the quantity of the means of 
payment and the flexibility of wages. Placed in a strategic position at the end of 
this section is Cassel’s famous article on the relationship between the equilibrium 
rate of interest and the bank rate of interest. The article reverts to the funda- 
mental assumption (noted in the last paragraph) of the quantity theorists. 

Part four deals with matters of policy. The articles center upon the depression- 


1Cannan, The Application Of The Theoretical Apparatus Of Supply And Demand To 
Units Of Currency (1921); Crick, The Genesis Of Bank Deposits (1927) and Cassel, The Rate 
Of Interest, The Bank Rate, And The Stabilization Of Prices (1928). 

2 See especially for the more extreme statements the articles already referred to by 
Cannan, Crick and Hawtrey. 

3 With the possible exception of Patinkin’s article. Research students will be interested 
in his highly suggestive new statements presented on pp. 262-263. 
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born one hundred per cent reserve plan and its implications; a plan which 
assumes a close relationship between the quantity of the means of payment and 
general business fluctuations. There is also included a well-written article by 
Chandler on ‘Federal Reserve Policy And The Federal Debt” (1949). 

Without question every student and research worker in the field of monetary 
theory should possess this book as a fundamental reference and source for much 
thought. 

Washington and Lee Hues K. Hawk 


Deterioration in the Quality of Foreign Bonds Issued in the United States, 1920- 
1930. By Use Mintz. New York: National Bureau of Economic Research, 
1951. Pp. xi, 100. $2.00. 

An analysis of this country’s first large-scale venture into foreign lending, 
though an unpleasant reminder to many, has relevance for the present. By the 
use of a “default” index this study relates default to time of lending and finds a 
sharp decline in quality during the 1920’s. Loans to various countries showed 
great variations in quality and as the period advanced a shift from “good” to 
“bad” areas occurred. 

Investors, however, failed to detect the change in quality; the premium for 
risk even declined as the riskiness of loans increased. Mistakes were not apparent 
at the time and the years of lending without defaults contributed to the growing 
tone of overconfidence. 

Especially important was the strategic role of the individual banking house. 
There were great differences in the quality of bonds floated by the various firms. 
In the earlier years vigorous selling efforts were necessary to persuade investors 
to buy conservative issues; after 1925 the public’s demand for foreign bonds with 
their attractive yields encouraged the underwriting of issues of progressively 
lower quality. As loan quality declined the more cautious bankers reduced their 
lending and a few warned against current practices. Others disregarded the tra- 
dition that the borrower should seek the lender and sent their representatives 
abroad in search of new loans. 

Mrs. Mintz’s penetrating study suggests that the experience of the 1920’s 
may be typical of periods of major cyclical expansion. If so, attention needs to 
be focused upon changes in quality as well as in volume of lending. Her book may 
well stimulate further investigation of the effects of business expansion on invest- 
ment quality. 

University of Kentucky R. Pickett 


Corporation, Trust and Company: An Essay in Legal History. By G. A. Cooke. 

Cambridge: Harvard University Press, 1951. Pp. 206. $3.00. 

The purpose of Dr. Cooke’s book is to trace the mingling of legal ideas and 
economic purposes which produced the modern Joint Stock Company in England 
with transferable shares and limited liability. The corporate form and the joint 
stock fund grew up independently without any necessary connection between 
the two. Finally the two ideas coalesced in the company acts of 1856 and 1862 
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which are the bases of corporation law in England today. The part played by 
the partnership, the equitable trust of the Court of Chancery, and the Joint 
Stock Company in developing the modern corporation with limited liability is 
traced down to 1862. 

The English Parliament and the English courts were slow to adopt the idea 
of a corporation with limited liability as a form of business enterprise for mere 
private gain. Early English charters had been granted for the purpose of estab- 
lishing governments for towns, guilds, and uplift societies. Charters giving special 
privileges were granted to business associations only if the business was furthering 
some public purpose, such as operating canals, roads, or carrying on foreign trade. 
As Lord Chief Justice James said, “There were large societies on which the sun 
of royal or legislative favor did not shine, and as to whom the whole desire of the 
associates ... was to make them as nearly corporations as possible, with con- 
tinous existence, with transferable shares and without individual right in any 
associate to bind the association.”” The method of accomplishing this desire was 
to create an equitable trust. By this procedure the legal title of the property of 
a company was turned over to a board of trustees and the stockholders were 
mere beneficiaries under the trust. Hence their individual property was not 
liable for the debts of the company. In this way most of the advantages of the 
corporate form were attained. Also a partial limitation of liability of stockholders 
in a joint stock company was accomplished by notifying would-be creditors of 
the company that only assets of the company would be responsible for debts. 
During the first half of the 19th century the question of granting corporate 
charters with limited liability to business associations generally occupied con- 
siderable time in Parliament. The opponents were anxious to protect the 
creditors of corporations. The advocates pointed out that by several devises © 
limited liability had already been accomplished, and they argued that the 
risk in investments in business enterprises should be decreased in order to 
attract the necessary business capital. Numerous bills were passed, amended or 
repealed from 1825 to 1862. The final triumph of the corporation came with the 
passage of the Company Act of 1856 as amended in 1862. By this act partner- 
ships, joint stock companies or equitable trust could become corporations with 
limited liability by registering with the Register of Joint Stock Companies 
setting forth their articles of association with other required information and 
placing the word limited in their titles. Essentially this is the law today. 

Washington and Lee University B. B. Hotper 


The Transportation Revolution, 1815-1860. By George Rogers Taylor. New York: 

Rinehart & Co., 1951. Pp. xvii, 490. $4.50. 

In this, the fourth volume of the Economic History of the United States series, 
Professor Taylor has unquestionably contributed the best account of the non- 
agricultural aspects of American economic history covering the period, 1815- 
1861. The subject matter and the scope of the book may be indicated briefly 
by listing the titles of the chapters: I Merchant Capitalism, 1815, IIT Roads and 
Bridges, III the Canal Era, IV Steamboats on River, Lake and Bay, V Rail- 
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roads, VI the Merchant Marine, VII Changing Costs and Speed of Transporta- 
tion and Communication, VIII Domestic Trade, IX Foreign Trade, X Manu- 
facturing: Early Development, XI Manufacturing: The Factory System, XII 
the Workers under Changing Conditions, XIII the Emergence of the Wage 
Earner, XIV Financial Institutions, XV Money, Prices, and Economic Fluctua- 
tions, XVI the Role of Government, and XVII the National Economy in 1860. 
Fifty-five reproductions of contemporary prints garnish the text and a collective 
total of 30 charts, figures, maps, and tables illustrate and substantiate the au- 
thor’s conclusions as well as attest to his painstaking scholarship. A critical 
bibliography of general works in the field with separate bibliographies for each 
chapter; two appendices, the first containing 13 valuable tables and the second 
consisting of the author’s notes on the statistics used in the chapter on foreign 
trade plus a detailed index complete the volume. 

The major trends in the American economic history in the period, 1815-1860, 
viz., the transition from a colonial-oriented to a national economy resulting chiefly 
from the revolution in transportation and communication; the impact of foreign 
developments on our economy; the accessions to the area of the country; the 
growth, the westward movement and the increasing urbanization of the popula- 
tion; the increases of wealth and income; the decline of merchant capitalism and 
the emergence of industrial capitalism; the phenomenal development of domestic 
commerce compared with the growth of foreign trade; the transition from the 
domestic and putting-out systems to the factory system; the organized labor 
movement and its many disheartening failures; the cyclical trends in business; 
the rise of the new industries; the increased use of the corporate form of business 
orgenization; the economic rivalries of cities and sections; the rapid expansion of 
the lumbering, mining and manufacturing industries; the decreasing contribu- 
tions of fur trading, trapping, whaling and fishing to the national income all 
receive adequate, judicious, and well-balanced treatment. 

The author has gleaned data from hundreds of special studies treating the 
various aspects of our economic history as well as from original sources and has 
woven them into a well-organized narrative characterized by a concise, delight- 
fully readable style. His major contributions are his synthesis of the fruits of the 
labors of numerous scholars who have done spade work in the multifarious fields 
of our economic history; his original and searching analysis of our foreign trade, 
and his critical appraisal of authorities in the bibliography where he calls atten- 
tion to many economic subjects which either have not received treatment or 
which require further study. 

In a single volume covering so vast a field certain omissions are inevitable and 
the author should not be too severely criticized for his failure to treat subjects 
of minor significance. However, this reviewer regrets that the services of Jonathan 
Knight in surveying the routes of the National Road and the Baltimore and 
Ohio Railroad; the economic rivalry between St. Louis and Chicago for the 
trade of the Middle West, and the history of the Bank of Mississippi received 
no mention. 

In spite of these and a few other minor omissions, this reviewer concludes and 
predicts that Professor Taylor’s The Transportation Revolution, 1815-1860 will 
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long remain the best concise treatment of the nonagricultural phases of American 
economic history for the period treated. He is to be congratulated on the produc- 
tion of a masterpiece. 


Mississippi State College Lewis J. Carry 


Statistical Methodology Reviews, 1941-1950. By Oscar Krisen Buros. New York: 

John Wiley and Sons, 1951. Pp. x, 434. $7.00. 

This is the third in a chronological series of volumes containing critical excerpts 
of English language reviews, from 1933 to date, of books in the English language 
on statistics, probability, and the mathematics of statistics. The reviews are 
arranged alphabetically, by author of book. There is also a periodical directory 
and index, a publishers directory and index, an index of titles, an index of names, 
and a classified index to books. 

The scope of the current volume, which covers 10 years, has been reduced: 
by eliminating books on research methods and scientific method; by eliminating 
the least valuable reviews of some books; by eliminating even important reviews 
of some books “‘in order not to give excessive space to any one book.” An improve- 
ment was made in the name index, so that one can tell whether the reference is 
to a book, a review, or a ‘‘miscellaneous” contribution (for example, a foreword 
to a book). 

There is an 11-point objective for the series, which can perhaps be condensed 
into four points: (1) to aid one in the selection of textbooks; (2) to help advanced 
students keep abreast of modern developments, particularly those outside his 
field; (3) to improve the quality of book reviews, and thereby; (4) to improve the 
quality of textbooks. 


It seems unlikely that the first objective is accomplished to any great extent. — 


Teachers have usually seen a book, examined its contents, and adopted it before 
the book review excerpts are available. Also, most of the teachers who are incap- 
able of judging the quality of an elementary textbook are not alert enough to 
read a collection of book reviews. 

The second objective is accomplished to a somewhat greater extent in my 
opinion. Nevertheless, examination of the library copy of the Second Yearbook of 
Research and Statistical Methodology in a great university known to have a strong 
statistics staff reveals no visible physical evidence of its having been handled. 
Possibly a detailed classified index to the important contents of books would 
he!p. Analysis of variance is listed only once, though there are a large number of 
books published during the decade with extensive coverage of this subject. 

The third objective is to be accomplished by exposing to public view both 
good and bad reviews; and also by the offering of good advice on the subject, 
which is done by the editor in one of the prefaces. The objective will be further 
advanced if reviewers will heed M. G. Kendall’s formula, appearing in the ex- 
cerpt of his review of the Second Yearbook, on how not to write a book review. 
Without doubt this series of volumes has helped to improve the quality of book 
reviews, and will continue to do so. 

I suspect that the reviews are read most of all by authors. It is in the improve- 
ment of textbooks that Mr. Buros is making the most important contribution. 
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Since there is some selection in the amount of space devoted to a book, it is 
of interest to note the number of page headings for different authors. M. G. 
Kendall leads with an almost incredible 29 pages, followed by L. L. Thurstone 
with 17 pages, and Harold T. Davis with 15. It is a little difficult, however, to 
interpret in what sense the number of pages is an index of the author’s product. 
It might indicate the volume of his product, the quality of his product (either 
good or bad), or the degree to which it is controversial. 

The volume is printed and bound in the same attractive style as the Second 
Yearbook. There are a few obvious mistakes not caught in reading proof. For 
example, there is a transposition of lines on page 51. In the preface on ‘‘How to 
use this volume,” it is stated that the symbol exc in the “Index of Names” indi- 
cates authorship of an accepted review. Actually the symbol used is rev. 

University of North Carolina Dupiry J. CowpDEN 


Compulsory Labor Arbitration in France, 1936-1939. By Joel Colton. New York: 

King’s Crown Press, 1951. Pp. xvi, 220. $3.25. 

This is a published version of the author’s doctoral dissertation. It is a history 
of France’s experience with compulsory arbitration of labor disputes, and, as 
stated in the preface, purports neither to make a technical evaluation of the 
French experience nor to draw lessons for other countries. 

As economic history, however, Dr. Colton’s study undoubtedly does provide 
significant lessons for other countries: first, concerning the practical difficulties 
involved ia wage determination by arbitration (as generalized earlier by Professor 
Lindblom in his Unions and Capitalism); and secondly, concerning the lengths 
to which organized labor might go in order to wrest wage increases from employ- 
ers, especially where the government is indebted to the unions as was the case 
in France in 1936. French labor actively sponsored compulsory arbitration. 

Although the careful analyst will be slow to draw comparisons between condi- 
tions in different countries, it is nevertheless conceivable that under relatively 
similar circumstances, the American labor movement might, under different 
leadership, embark upon just such a road as did French labor during 1936. There- 
fore, the student of American labor-management relations will do well to study 
this French experiemnt. For Americans are becoming more and more willing to 
rely upon governmental machinery to settle difficult matters. 

Dr. Colton skilfully traces the background of labor-management relations in 
France, high lighting the major legislation in the field since 1892. He has pin- 
pointed the major strengths and weaknesses of such legislation, with the histo- 
rian’s knack of weaving into the whole pertinent references to public opinion and 
to the role of the judiciary. The discussion (pp. 71-128) of the operation of the 
compulsory arbitration legislation is written in language which the non-profes- 
sional reader can easily follow, so that all readers see clearly the author’s reasons 
for his conclusions (p. 155): that “the system made a valuable contribution to 
industrial peace... ,” and that “the goal of industrial peace ... could not be 
the abolition of strikes and lockouts. That end could be accomplished only in a 
police state.” 

The book is well organized and is written in a simple style. However, the pub- 
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lisher might have broken precedent to save the reader some fruitless page-turn- 
ing by omitting the 55 pages of notes and bibliography, as they contribute prac- 
tically nothing to the book except an unnecessary aura of erudition. 

Virginia State College Witson E. 


The Executive at Work. By Melvin T. Copeland. Cambridge: Harvard University 

Press, 1951. Pp. 278. $3.75. 

This reviewer was not surprised when the director of a university press recently 
remarked that within the few months since its publication over five thousand 
copies of The Executive at Work had been sold. Professor Copeland has written 
a highly personal statement of his management philosophy and he has incorpo- 
rated a wealth of actual case illustrations drawn from his long and wide experi- 
ence in business, government, and education. “Doc,” as he is familiarly addressed 
by all who know him well (including his sizeable army of former students), states 
that his purpose in writing the book is “to discuss the elements of executive 
achievement.” The book is one which could be read with distinct profit by every 
enlightened administrator who wishes to do his job better, whether he be in busi- 
ness, government, education, or elsewhere, and by teachers and students of 
administration. The book is of value not because it contains revolutionary new 
ideas, but because it presents an integrated and realistic approach to administra- 
tion, “one of the most prevalent types of responsibility, yet, like the air we 
breathe ... commonly .. . taken for granted and often not comprehended.” 

In a sense, The Executive at Work is autobiographical. It constitutes, in effect, 
a series of visits during which the author relates his thoughts about the subjects 
discussed in a most informal manner to his guest, the reader. These thoughts are 
based upon Professor Copeland’s own experience and the investigations and 
writings of a number of his former and present colleagues at Harvard. The four- 
teen sections or chapter headings indicate without need for elaboration the sub- 
jects discussed in these “visits.” They are: The Authority of the Executive, 
The Executive’s Lieutenants, Coaching the Lieutenants, Keeping Informed, 
Keeping the Wheels Turning, Survival in a Changing World, The Spirit of Risk- 
Taking, Timing, Nurturing Morale, Extracurricular Activities, Standards of 
Conduct, Rewards for Management, Providing for Retirement, and Freedom 
for Achievement. 

The central theme of the book is that “administration essentially is a decision- 
making process.” The rapid shifts of subject matter and the all too frequent 
‘multitude of harassing problems” facing executives are described. Copeland 
then refers to a “type of multiple-track mind needed for competent topside 
administration.” 

Executive decision-making is increasingly recognized as an activity of “a 
social enterprise, with far-reaching ramifications.” The concept of social responsi- 
bility of business executives is well-stressed throughout the book as, for example, 
in the statement that a business concern’s “activities are interwoven in a broad 
social fabric, where the opportunities for constructive service by executive leaders 
are legion.” 

Of interest to economists is Copeland’s reference to the “skepticism [of Adam 
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Smith] as to the ability of business managers, ‘notwithstanding the most upright 
intentions,’ to observe standards of conduct worthy of confidence and trust.” 
He states: ““Methods of management and control have been evolved and stand- 
ards of executive conduct developed which warrant confidence and trust. 

“... those eighteenth-century views subsequently had . . . great influence on 
the thinking of classical economists and their disciples whose knowledge of current 
facts did not keep pace with their theorizing. Adam Smith’s eighteenth-century 
suspicion of corporate management is still encountered with some frequency in 
the middle of the twentieth century despite the developments that meanwhile 
have taken place.’”’ He refers to those who deem “business executives generally 
to be rascals.”’ This reviewer has indeed been in touch very recently with some 
persons who hold such thought. 

The key standard presented in his section titled “Standards of Conduct” 
Copeland calls “the light of day.” The following excerpts from pages 212-214 
present this concept clearly: 


For effective and reputable administration the test of an administrative policy or prac- 
tice is not necessarily whether it will pay or whether it will yield the greatest profit. With 
broad-guage management, so far as my observations and experience go, the test of ability 
to stand the light of day also is widely applied. While a business concern naturally aims 
to earn a profit in order to justify its economic existence, one that values its reputation 
aims to observe decent standards of conduct, and a decent standard of conduct usually 
can stand exposure to the light of day. 

... The cases of questionable standards of conduct arise where companies pretend to 
have definite policies but then do not adhere to them. 

The recognition of the light-of-day test for standards of executive conduct is essentially 
an educational development. The spread of such recognition takes time, because, as I 
have remarked before, the educational process is a slow process. Leadership by example, 
however, contributes to progress toward higher standards of conduct. 


A most valuable section of the book is refreshingly written under the title, 
“Survival in a Changing World.” Here are some selected words of wisdom of 
this conservative New Englander: 


The imagination which leads to an understanding of the changing environment, the 
flexibility of mind which permits the acceptance of new points of view, and the courage 
to face the facts, all are qualities of an executive leader. 


... Survival is possible only for those enterprises which can adapt themselves to new 
conditions. 


Business management which is highly sensitive to the economic, social and political 
climate is continually undergoing modification. 


Copeland might well have qualified this latter statement to apply to “alert and 
responsible management” for, as the earlier quotation indicates, the others will 
not survive in the long run, perhaps not even in the short run. 

The author follows up this concept under “The Spirit of Risk-Taking” when 
he points out that: “‘. . . inaction, such as that arising from complacency or from 
aimless drifting, may involve risk. The complacent management is so smugly 
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self-satisfied that it is not alert to signs of danger. Success tends to breed com- 
placency and thus bring about its own reversal; in a changing world danger is 
ever lurking around the corner, ready to trip the unwary... .” 

Copeland is a bit rough on business associations in his section on “Extracur- 
ricular Activities.” His blunt statements may well elicit some soul-searching on 
the part of professional association executives and upon businessmen—both 
those who do and do not actively engage in association activity. To those readers 
who assume that practically all business associations are dominated by big busi- 
ness, Copeland’s statement that “in many associations the large companies in the 
respective industries are relatively inactive and their executives seldom serve 
as officers” may come as a surprise. 

Of particular interest to readers who are associated with educational institu- 
tions are Copeland’s references in the section titled ‘“Timing” to the “‘problem 
of timing changes in personnel . . . in an educational institution” (p. 147) and to 
research, particularly technical and business research (p. 153). In the former 
instance, he points out that “dilatory action can only be harmful” and that 
“retention of one noncompetent individual almost unvariably lends to . . . other 
noncompetents and ...a deterioration in the quality of the whole enterprise.” 
In the latter, he refers to the typical distaste, even resentment by a researcher, 
of time limits on research and to the conflict between the researcher’s desires 
and the hard facts of a budget. 

University of North Carolina Tuomas H. Carrouiu 


One Hundred Short Problems in Corporation Finance. By Herbert E. Dougall 
and Harold W. Torgerson. 3rd ed. New York: Ronald Press Co., 1951. Pp. 
viii, 182. Paper, $2.00. 
This book, first published in 1937 and revised in 1941, consists of carefully 

selected and well-prepared material illustrating the needs, instruments and 
techniques of the various situations encompassed by the general subject of cor- 
poration finance. Its arrangement conforms to the general organization of most 
of the texts in the field, being designed specifically for use with the text of which 
one of the co-authors is also a co-author. 

The titles and arrangement of the eleven sections employed in the first revision 
have been retained, but the material itself is new. In most of the problems, which 
reflect actual policies of existing corporations in specific situations, recent data 
on different companies have been substituted for those used in the earlier edi- 
tions. The few problems consisting of hypothetical data have been rewritten. 
The topical organization of several of the sections has been changed. The section 
dealing with the marketing of securities has gained the most, and that on failure 
and reorganization has suffered somewhat in the revision. 

A general improvement over the earlier editions has been achieved. The result 
is a collection of “cases” which are well adapted for use as a basis for classroom 
discussion and for assignment as topics for outside reports. 

University of North Carolina A. W. PrerPont 
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Foreman Training in a Growing Enterprise. By A. Zaleznik. Boston: Division 
of Research, Graduate School of Business Administration, Harvard Univer- 
sity, 1951. Pp. xv, 232. $3.50. 

Evaluating the effectiveness of training is of continuing concern to school and 
industry. In attempting to ascertain the value of supervisory training in human 
relations, the author selected an expanding industrial organization, reasoning, 
perhaps, that effects of training might be more readily ascertainable in such a 
“climate.” ‘The main purpose of supervisory training in human relations is to 
help supervisors to improve continually their performance on the job.” More 
explicit goals are: (1) training for effective diagnosis, (2) training for effective 
action, and (3) training for self-awareness (as part of the first two). 

So this book deals with supervisory training in one company. Professor Zalez- 
nik reports, verbatim, details of so-called conference training sessions in human 
relations. He then checks the attitudes of supervisors toward the sessions and 
toward their jobs. The scene then shifts to a new foreman’s experiences over a 
five-week period with employees and different levels of management in starting 
up a recently completed assembly line. Finally, the author diagnoses, splendidly, 
the foreman’s difficulties, reveals how the training program fails to meet his 
needs, and prescribes some general approaches for improved training. It comes 
as no surprise that the author recommends experimentation with the case method 
as the only amplified device for meeting these difficulties. 

For anyone interested in good management, the author’s observations on the 
assembly line are almost exciting, certainly stimulating. The situations Tony 
faces are undoubtedly duplicated day in and day out by other foremen in other 
companies: handling different types of group leaders and employees, dealing 
with staff representatives and his own superiors. The somewhat naive approach 
of the author toward industrial training and some of his questionable analyses 
do not detract unduly from the book. 

The main point is that the training program in this company does not tie in 
with the foreman’s needs, does not help him grow, does not help him do a better 
day-to-day job. The author could justifiably infer that programs in other com- 
panies are equally remiss. One might attack the selection of a company which 
had a training director as poorly prepared for the job as this one and a manage- 
ment which paid as little attention to supervisory training. But here, too, one 
could defend the author by saying that this same situation prevails in other com- 
panies. 

The appalling revelation is how little, apparently, top management senses the 
nature and extent of problems facing supervision at the operating level. A situa- 
tional approach would doubtless be better than unrelated generalities for helping 
the foreman learn to diagnose and handle his problems. The author feels that 
“perhaps the most fundamental and perplexing question raised by this study is: 
why was management unaware of the human problems at the work level?” 

University of North Carolina Ricuarp P. CaLHoon 


Changing Perspectives in Marketing. Edited by Hugh G. Wales. Urbana, IIL: 
University of Illinois Press, 1951. Pp. xi, 292. $4.00. 
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This collection of writings grew out cf a symposium held in November, 1949, 
in connection with the conferring of the first Paul D. Converse National Awards 
at the University of Illinois. 

Marketing problems have not changed through time, but the approach to their 
solution has shifted from an emphasis on “how” to one on “why.” This change 
from thinking about marketing from a descriptive point of view to that which 
seeks the application of research methodology to market problems forms the 
basis of this volume. 

In selecting the recipients for the first awards, the jury was asked to confine 
their selections to those who made significant contributions before 1935. As a 
consequence, many of the papers are historical in nature, showing the changes 
in various aspects of marketing. Since they are written by first-hand observers 
with an urge to explain as well as record, they provide a collection which is 
stimulating to those in marketing and instructive to those outside the field. 

The groping towards a “theory” of marketing is portrayed in several chapters 
while institutional changes form the basis of many others. Whether or not a 
theory of marketing has emerged as yet may still be debatable, but the founda- 
tions for its expected emergence are presented within one cover. 

With a foreword by Herbert Hoover, himself one of the recipients of the 
awards, the book contains chapters by Ralph Starr Builer, Melvin T. Copeland, 
C. 8. Duncan, Paul H. Nystrom, and W. H. S. Stevens, all pioneers in the field 
and recipients. Other writers, dealing in most instances with the emergence of a 
theory of marketing, include Wroe Alderson, Lyman Hill, H. H. Maynard, C. H. 
Sandage, E. T. Grether, H. W. Huegy, Helen G. Canoyer, Paul W. Stewart, 
and Fred R. Haviland, Jr. The opening chapter by Paul D. Converse, “The 
Development of Marketing Theory: Fifty Years of Progress,” does much in 
providing a perspective for those that follow. The list of names above goes farther 
in recommending the book to the student and layman in marketing than would 
any discussion of chapter content or titles. 

Changing Perspectives in Marketing should be valuable to those who wish to 
understand marketing problems and their possible solutions, to those who are 
interested in the historical development of marketing thought, and to those who 
enjoy a readable book in any phase of business life. 

University of Alabama Donatp F. 


Urban Real Estate Markets: Characteristics and Financing. By Ernest M. Fisher. 
~ New York: National Bureau of Economic Research, 1951. Pp. xxi, 186. $3.00. 

Dr. Fisher has produced an assortment of ideas and theories which are not 
always consistent with his purpose: to describe the urban real estate market and 
its financing. The reader will be richer for the ideas and somewhat unique attacks 
on the problem but will oftentimes be led astray along somewhat extraneous 
academic paths. In certain portions we were under the impression that he only 
echoed some of the desires of partisan groups. One outstanding example is a 
reference made to a seldom-used practice of “open mortgage.” This is a mortgage 
which has matured but the mortgagee now keeps it on a demand basis. (The cur- 
rent practice is to grant an extension, or have the owner refinance the property 
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with the same or another lender.) Dr. Fisher suggests that open mortgages are 
common and the borrower “is generally satisfied with the arrangement.” It 
seems that this type of statement can only be the result of listening to a few 
lenders rather than direct reporting of borrowers’ reactions. 

The work does include an excellent variety of statistics; however, each survey 
quoted is subject to serious questioning on validity grounds. In general, real 
estate statistics have been rather incomplete and especially suffer in this respect 
in many of the fields that Dr. Fisher covers. 

We are especially indebted to the author for his careful analysis of the effects 
on credit occasioned by lengthening the term of the mortgage and lowering the 
interest rate. We have been recently placing too much stress on the effect of 
the size of the down payment and have often overlooked the more significant 
monthly charge to the home owner. 

Dr. Fisher also focuses some needed attention on the length of occupancy of 
a home. He quotes from surveys which indicate that the average family lives in 
a home for seven years or less than ten years, depending upon which survey you 
consider more creditable. This should indicate that an enlightened home owner 
should maintain his home in a marketable condition both physically and with 
a suitable mortgage. 

His description of the pricing of homes for resale fails to satisfy. He actually 
may be describing what an economics professor does when he is one of the parties 
to such a transaction but unfortunately this group is only a small segment of the 
market. Dr. Fisher has worked out an elaborate chart indicating the buyers’ 
forecast of the future prices of homes and his calculation of a discount value of 
these future prices. This is not the way prices are determined by truck drivers, 
shop keepers and office workers. As a matter of fact, it would be difficult to believe 
that many real estate experts or economists can accurately fix prices by this 
method. In fairness to Dr. Fisher, he adds a comment saying that detailed cal- 
culations are not made in every transaction. Experience will show that they are 
rarely made. Personal tastes, special equipment and design for woman-appeal 
have a far greater effect on the price than the calculations offered by the author. 
Dr. Fisher’s application of this method to investment property merits consider- 
ably more consideration. 

Understanding the limited factual material available to Dr. Fisher we find 
that he has produced a work of considerable value. The main problem has been 
one of interpreting the market from casual observation. 

After reaching this point in this review it may seem that the work is not re- 
warding; therefore, a positive statement is in order. Dr. Fisher’s work belongs 
in the series that the National Bureau of Economic Research is producing. 

Community Industrialization Service, Sanpers A. Kann 

New York, N.Y. 
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ALABAMA 


On the whole Alabama business made a good showing during the months of 
October and November, 1951. However, a strike of workers in the coke ovens 
combined with a refusal of workers to cross picket lines led to a sharp recession 
in iron and steel production. In consequence, Alabama industrial production was 
off, leading to a lower level of activity than existed in the nation generally. Thus 
steel ingot production in Alabama experienced a 25 per cent decline in October 
and November from the third quarter level, while in the nation a 3 per cent rise 
occurred. Correspondingly, Alabama steel ingot production was 21.7 per cent 
below the figure recorded a year ago, while U. S. production was about 8.7 per 
cent above the last year’s figure. Reflecting the decline in steel production, the 
index of industrial production for Alabama during October and November was 
11.5 per cent below the third quarter level and 13.4 per cent below the level of 
a year ago. In contrast, U. S. production was 1 per cent above the third quarter 
and 1.2 per cent above the level recorded a year ago. 

In other indices, state and national figures show similar changes. Contract 
construction awards in Alabama during October and November were down 13.5 
per cent from the third quarter, while awards in 37 southern and eastern states 
were down 20 per cent. This decline reflects the inauguration and full application 
of the controlled materials plan. Over the year Alabama construction has slipped 
relative to the nation as a whole, contract construction awards during October 
and November falling 36 per cent below the level of a year ago in Alabama, but 
only 21 per cent in the nation. Nonagricultural employment in Alabama was up 
.7 of 1 per cent over the third quarter, compared with .3 of 1 per cent for the 
nation. 

The consumer price index continued its inexorable rise. Alabama prices in 
October and November were up 3 per cent over the third quarter and 9 per cent 
over a year ago. In the nation, consumer prices were, correspondingly, up 1.2 
per cent over the third quarter and 6.8 per cent over a year ago. Prices received 
by Alabama farmers were up 5.75 per cent in October and November over the 
third quarter levels, but were down 1.8 per cent from the same period last year. 
Owing to the increase in the state sales tax from 2 to 3 per cent, sales tax receipts 
are in a state of flux, and yield little reliable information concerning sales. How- 
ever, an index of actual sales for October showed that Alabama retail sales were 
up 11.6 per cent over the third quarter, and 24.3 per cent over October a year 
ago. 
In sum, save for a setback in iron and steel production caused by a walkout, 
Alabama is keeping step with the general upward march of dollars, goods, and 
prices. 


University of Alabama Joun 8. HENDERSON 
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FLORIDA 


After months of preliminary planning, negotiations for the proposed 
$32,000,000 sale of Clinton (Snow Crop) Foods’ three citrus plants in Florida 
to the Florida Citrus Exchange were broken off in January. The deal collapsed 
when the exchange was unable to secure delivery of enough fruit from its mem- 
bers or from Clinton’s own groves to assure operation of the processing plants on 
an economical basis. At the same time Clinton Foods Inc. announced conclusion 
of agreements with other packers and growers that would double its production 
capacity for frozen concentrate this year. Meanwhile, Minute Maid Corpora- 
tion, another large citrus processor, has inaugurated its plan to pay growers a 
minimum price for fresh fruit to cover basic costs and then share with them the 
profits of the corporation at the end of the year. 

With both orange and grapefruit crops in the state above last year, the ‘lorida 
Citrus Mutual, organized two years ago to stabilize prices to the growers, was 
having considerable difficulty in maintaining its established floor price of $1.00 
per box for oranges at the canning plants. The significance of this situation and 
the necessity of expanding the market for citrus products are both understood 
better when we realize that thousands of acres of new citrus plantings will come 
into production in the next few years. For instance, in the second largest citrus- 
producing county in the state (Lake) 35 per cent of the citrus acreage was not 
producing in 1951-52. 


* * * * * 


Florida manufacturers face the possibility of acute economic distress, with 
supplies of various metals severely rationed and comparatively few defense con- 
tracts. While the dollar volume of defense contracts awarded to Florida increased 
sharply in late 1951, the state didn’t have any bigger share (3/10%) in this 
distribution than early in 1950. One potentially important development of the 
defense drive is the extraction of uranium as a by-producé in the processing of 
the state’s huge phosphate deposits. 


* * * * * 


As predicted in the October issue, the perennial dispute over the reorganization 
of the bankrupt Florida East Coast Railway Company is headed for the courts 
again. The ICC refused to alter any essential details of its most recent (third) 
plan, which would merge this road with the Atlantic Coast Line Railroad. The 
St. Joe Paper Company (Dupont controlled) as the chief holder of the FEC 
bonds has consistently opposed this plan and wants to operate the road itself 
as an independent railroad. 

University of Florida C. H. Donovan 


KENTUCKY 


The Committee on Functions and Resources of State Government, set up by 
the 1950 General Assembly, completed its work during the Christmas holidays, 
just under the wire of its statutory deadline, December 31. Perhaps its two most 
news-worthy recommendations were that the state operate a monopoly system of 
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retail package liquor stores and open welfare rolls to public inspection. Curiously, 
the first recommendation was adopted through a parliamentary fluke without 
actually receiving a majority vote. Of the many subjects studied by the com- 
mittee, a state-operated system of dispensing packaged liquors had received 
virtually no attention. A miscellaneous group of changes in the revenue laws 
was recommended in the event the legislature failed to enact the state liquor 
store system. These included increases in the levies on liquor, beer, cigarettes; 
repeal of the distilled-spirits fair trade act and its accompanying five-cents-a-case 
tax “‘to encourage free enterprise” ; permission for the state to do away with ciga- 
rette-tax stamps and the nine per cent now allowed wholesalers for affixing the 
stamps. 

The committee twice, though with a minority dissent, rejected a proposal to 
disallow federal income tax payments as a deduction for state income tax pur- 
poses, corporate and personal income tax rates to be reduced proportionally. It 
also disapproved a proposal to allow 90 per cent of the state amusement tax to 
cities. 

Other revenue recommendations included further emphasis on property tax 
assessment and equalization; appointment, rather than election, of local tax 
commissioners; and limitation of state death taxes on estates in excess of 
$1,000,000 to the amount of federal tax credit. The committee indicated that the 
first of these was emphatically the state’s number one fiscal concern. 

The committee considered many other areas of state government from mental 
hospitals to highways and education to judiciary. 

It appears as this is being written that the General Assembly will enact the 
governor’s biennial budget of $179,469,000 by overwhelming majority. The 
1950-52 budget appropriated $154,060,000. 

The tobacco auctions are drawing rapidly to a close. On a whole, the leaf was 
of good quality and weight. It appears that burley,the principal crop, will bring 
an average price of about 51 cents a pound to its growers. The total money re- 
ceived for it will exceed $200,000,000. 

Western Kentucky is in the midst of an extensive discussion of ways and means 
for developing the lower reaches of the Cumberland River valley to provide for 
flood control, electric power, and navigation. Some advocates favor a single high 
dam not far from Kuttawa, Kentucky, to take the place of two low dams already 
authorized by Congress. 

Since 1800 the coal mines of Kentucky have yielded nearly two billion tons of 
coal. Some 77,900,000 tons of bituminous coal were mined in the state in 1950. 
West Virginia led in bituminous production with 145 million tons, Pennsylvania 
was second with 102 million. 

Universit: of Kentucky RopMAN SULLIVAN 


LOUISIANA 


The capital expansion programs of Louisiana’s main industries continued at a 
rapid pace throughout the last half of 1951. Announced expansions in the state’s 
petro-chemical industry amounting to hundreds of millions of dollars are con- 
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centrated around Baton Rouge, Lake Charles, and Shreveport. Kaiser Aluminum 
Company’s alumina plant capacity at Baton Rouge is being increased with 
$16,500,000 new investment, and the $150,000,000 aluminum plant near New 
Orleans owned by the same company is rapidly nearing completion. This new 
Louisiana industry uses natural gas to generate the electricity necessary to reduce 
the alumina to aluminum. 

In spite of the accelerated industrial production in the state, no unusual labor 
shortages have developed. During the last quarter of 1951, manufacturing em- 
ployment rose, unemployment compensation payments declined, but there was a 
slight increase in the number of active applications for employment in the offices 
of the Louisiana Division of Employment Security. This apparent paradox is 
explained in two ways. First, the industries that are undergoing major expansion 
programs are those which employ few laborers in relation to the value of output. 
These industries have unusually high value added by manufacture per worker, 
and the average capital investment per worker is considerably above that for 
most other industries. All this means that significant increases in investment 
and output in these industries do not expand the total labor force in proportion. 
A second explanation lies in the flexibility in the labor force in this region. The 
large rural population provides the necessary elasticity for the state’s expanding 
industrial system. Experience has shown these workers to be mobile when non- 
agricultural job opportunities are available and has demonstrated their high 
aptitude for learning the new skills. 

According to the 1950 Annual Survey of Manufactures issued by the Bureau 
of the Census, value added by manufacture in Louisiana industries in 1950 was 
$915,976,000 as compared to $694,074,000 in 1947. This increase of 32 per cent 
in manufacturing productivity exceeded the 27 per cent increase for the West 
South Central States (Arkansas, Louisiana, Oklahoma, and Texas) as a whole. 

Louisiana State University W. H. Bavueun 


NORTH CAROLINA 


The textile industry, which has long been the backbone of manufacturing in 
North Carolina, has receded considerably from the very high levels of production 
and prices that were reached in the late winter of 1950-51. Prices of various con- 
structions have declined from 10 to 25 per cent and the market has been generally 
weak for more than six months. Undoubtedly the 1951 earnings of many mills 
have been adversely affected. 

The synthetic branch of the industry seems for the time being to have over- 
reached the market with its tremendous increase in capacity in recent years. 
The cotton branch, whose secular trend is more nearly horizontal, is simply 
exhibiting a familiar short-run cycle. In the first post-war cycle active spindle 
hours rose from 120 per cent of the 1935-39 level at the beginning of 1946 to 155 
in the first half of 1948, after which it declined to a low of 100 in the middle of 
1949. The subsequent rise carried to a level of about 165 early in 1951 when the 
influence of the post-Korean buying was at its height. From that very high point 
the decline had reached to the level of about 140 by the end of 1951. 
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Except at isolated points the effect upon employment has not been serious, 
although numerous mills have curtailed work schedules. The over-all tempo of 
economic activity in the state has not been noticeably reduced. The casual ob- 
server still receives an impression of sustained prospertiy. These three- or four- 
year minor cycles in textiles appear no longer able to upset the entire economy 
of the state. To this extent is that economy more balanced and diversified than 
it was a decade or so ago. It would be quite another matter, of course, if a major 
and prolonged depression in textiles were to occur. 

In the near future it may become necessary to consider woolen and worsted 
manufacture as an important element in the textile industry of the state. Only 
a very small proportion of the total United States production of woolen goods 
is now found in the South, but the proportion has been increasing and the prin- 
cipal growth has been in North Carolina. The number of woolen worsted spindles 
in the state increased from 17,000 to 56,000 between 1939 and 1949 while the 
number of looms increased from 646 to 1134. There is evidence in recent months 
of acceleration in the rate at which eastern mills are seeking lower costs by moving 
south. It is not improbable that we are in the early stages of a movement that 
will parallel that of the cotton industry in an earlier period. At this point North 
Carolina seems to occupy a preferred position as a new domicile for this old in- 
dustry. 

Davidson College C. K. Brown 

SOUTH CAROLINA 
SOUTH CAROLINA LEADS SOUTHEAST IN INDUSTRIAL GAINS 


District Manager W. B. Worthy of the Commerce Department reports that 
South Carolina leads the southeastern states in industrial growth since 1939. 

The value of goods manufactured in South Carolina increased 458 per cent 
from 1939 to 1950 according to a Census Bureau survey. 

The value added by manufacture of goods in South Carolina last year was 
$845,925,000. 

Industrial payrolls climbed from $103,572,000 in 1939 to $459,658,000 in 1950. 
The number of employees went up from 136,713 to 193,052. The increase in 


payrolls was 344 per cent; whereas, the increase in employees was only 41 per 
cent. 


SOUTH CAROLINA IS TWENTY-SECOND MOST INDUSTRIAL STATE 


South Carolina ranks as the 22nd most important industrial state according 
to the value added by manufacture, which is one of the best measures of indus- 
trial development. 

In 1899 South Carolina ranked 33rd among the 48 states in value added by 
manufacture. However, each new census showed the state higher on the industrial 
ladder until 1929 when it was in 30th place, and 1947 when it became the 22nd 
most important manufacturing state in the nation. 

South Carolina’s place as the 22nd most important manufacturing state is 
especially singificant because it is the 39th state in terms of land area and 27th 
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in terms of population. The United States as a whole averaged 84 production 
workers per 1,000 population in 1947 (the latest year for which data are avail- 
able); 11 southern states averaged 59 per 1,000; South Carolina’s average was 
90 production workers per 1,000. This figure was exceeded in the South only by 
North Carolina which reported 95. Georgia had 72 and Florida only 28. 

It is significant also that this rapid industrial development has not been ac- 
complished at the expense of agriculture. On the contrary it appears to have been 
accompanied by a much larger volume of agricultural output and by more diver- 
sified agricultural production. 

Much of this development within South Carolina may be attributed to loca- 
tion, climate, and resources including abundant water supplies and availability 
of electric power. There appears to have been a rediscovery of the potentialities 
of the state by South Carolinians and by industrialists and agriculturalists in 
other parts of the country. 


Clemson College James F. Mines 


TENNESSEE 


Stimulated by a flurry of defense activity, the tempo of Tennessee’s industrial 
growth increased sharply during 1951. Within the twelve-month period, indus- 
trialists announced plans for the establishment of 137 new plants in the state and 
130 other industries launched expansions. This total of 267 projects is above the 
1950 total of 230, but it is well below the postwar peak and record year of 1946 
when 350 new plants and expansions came Tennesee’s way. 

This expansion is part of a trend that has been in evidence for some time. The 
state has been making seven league strides economically along with the other 
southeastern states during the past two decades. The 1929-49 period saw the 
state’s economy undergo a major change. Agriculture, the leading industry in 
1929, fell to second behind manufacturing by 1949, and was more diversified. 
Tennessee’s per capita income increased about 150 per cent from 1929 to 1949, 
compared with 210 per cent in South Carolina and 140 per cent in Florida. Other 
southeastern states range in between these extremes. 

What industry means to a community is more extensive and varied than is 
commonly considered. Too often the benefits of industry to the economy of a 
city, town or rural area are measured entirely in terms of payrolls and employ- 
ment. These are important benefits, but a highly significant and frequently 
overlooked aspect of industrial operations is the exchange of materials and serv- 
ices between manufacturing plants within the community. This inter-industry 
flow is important. More and more Tennessee communities are awakening to the 
broader benefits of the establishment of a new industry and also becoming cogni- 
zant that with the economic opportunities and benefits of a new or expanded 
plant, there arise very definite public obligations on the part of the local govern- 
mental unit. Good schools, adequate public recreational facilities, efficient fire 
and police service, adequate retail outlets, sufficient health safeguards and simi- 
lar factors are essential both in attracting industry to a community and in main- 
taining it there after it has been established. 
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In keeping with the industrial expansion, Tennessee’s 1951 business also in- 
creased over that of 1950. The only major business declines in the state were in 
consumer buying. Such businesses as industrial electric power, cotton and con- 
struction for nonresidential and public works were the leaders for 1951 over 1950. 

One of the largest of Tennessee’s businesses during 1951 was the tourist trade. 
In 1951 the tourist business reached an estimated $450,000,000 to $500,000,000, 
an all-time record. The 1950 total was $384,702,405. It is estimated that between 
9 and 10 million out-of-state tourists visited Tennessee in 1951. This is a half- 
million to a million more than came in 1950. These figures now place Tennessee 
in the top ten tourist states in the nation. 

What this means to the state is revealed by the following facts. More than 
300,000 Tennesseans earn part or all of their livelihood by serving the tourist 
trade. Every tourist in the state spends approximately 27 cents of every dollar 
for food, 25 cents for retail purchases, 20 cents for transportation, 20 cents for 
accommodations, and 8 cents for amusements. A total of 2,564,683 tourist cars 
entered Tennessee in 1950 and spent an average of $150 per car. 

Better and more business for industry and agriculture means more income for 
the state. Tennessee’s collections for state governmental purposes totaled 
$48,000,000 in 1941. They were $166,000,000 in 1951. Despite this large increase, 
the state is ever alert for sources of more funds. The federal government gets 
the lion’s share of the over-all taxes collected in Tennessee. As late as 1940, the 
state was getting 25 per cent as its share of the tax totals, but by 1945 this figure 
had shrunk to 10 per cent. Since then the percentage has improved somewhat, 
but there is little reason to suppose that state governments will collect anything 
like 25 per cent of the total taxes levied in the future. This means that Tennes- 
see, like other states, isin constant search for greater revenue. This search has 
dominated Tennessee’s state financial policy for a decade and will no doubt be 
the Number One Problem for many years to come. 

George Peabody College for Teachers James E. Warp 


VIRGINIA 


The state of equilibrium which characterized Virginia’s business conditions 
during the latter months of 1951 promises to change into a strong upward trend. 
By the end of the year, certain balancing forces such as the lethargy in hosiery 
production will have spent themselves. Two unfavorable trends were the de- 
creases in retail furniture sales and in construction. Retail furniture sales showed 
a five per cent decline, most of which came in the last quarter. Based upon build- 
ing permit figures, construction decreased approximately ten per cent. However, 
department store sales showed an increase of seven per cent for the first eleven 
months of 1951 as compared with the same period in 1950. Other favorable trends 
were: increased bituminous coal production; greater volume of furniture manu- 
facture; expansion in commercial, industrial, and agricultural loans; increased 
contract awards for ship construction; and continued growth in federal expendi- 
tures. These are expected to continue well into 1952 with the result that business 
conditions in Virginia will again run at high tide. Virginia farmers enjoyed a good 
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year throughout 1951, and the year of 1952 is expected to be equally as good. 
Because of the heavier demand for farm products, production in all crops, in- 
cluding livestock, promises to be greater. Average prices will remain at the 
1951 level, farmers’ cost will be somewhat higher, with the result that net farm 
income will be about the same as in 1951. In short, farmers will receive more 
money in 1952, but they will pay more for the things they buy. 

Government plays a major cole in Virginia’s business situation. The state is 
collecting and spending about $25 million a month. According to the report of 
the comptroller, expenditures for the fiscal year 1950-1951 amounted to $325 
million. Of this amount $257 million was spent for highways, education, welfare, 
health, and alcoholic beverage control. Total revenues amounted to $339 million, 
$228 million coming from the following sources: income taxes, motor vehicle fuel 
tax, pay-roll taxes, sales of alcoholic liquors, and grants of the federal government. 
The Commonwealth ended the biennium with an unobligated cash surplus of ap- 
proximately $14 million which is included in the Governor’s 1952-1954 budget 
to bring it into balance. 

The budget for the biennium 1952-1954, recently presented to the State 
Legislature by the Governor, calls for over $254 million in general fund expendi- 
tures—the fund out of which the state pays its recurrent costs including expenses 
of state agencies, contingencies such as financing civil defense, and grants to 
schools. This fund is derived largely from income taxes, taxes on public service 
corporations, and licenses. Including special fund revenues and receipts from 
sales of commodities and services, the total budget for the biennium amounts to 
$697 million, an increase of $60 million over the previous biennium. General 
fund revenues are estimated at $242 million, $125 million of which will come from 
the income tax. An analysis of the budget shows that education, including the 
institutions of higher learning, will receive 70 per cent of the general fund ap- 
propriations, and 85 per cent of capital outlay funds. Two other favorable recom- 
mendations are larger appropriations for the care and treatment of the mentally 
ill, and a substantial increase in teachers’ salaries. Thus, the Governor’s budget 
reflects two very important influences in general business conditions in the state: 
the sharp inflationary trend in prices and the growing demand for more modern 
buildings and equipment for state institutions. 

University of Richmond Herman P. THomas 


PERSONNEL NOTES 


Hobart W. Adams has been appointed to the faculty of Delta State Teachers 
College. He was formerly graduate assistant at Indiana University. 

Conley R. Addington has returned from a one-year leave of absence to the 
School of Business Administration, University of Miami, where he is professor 
of accounting and chairman of the Department of Accounting. 

Lowell DeWitt Ashby, associate professor of economics at the School of Busi- 
ness Administration, University of North Carolina, has been appointed director 
of a research study to be sponsored by the Employment Security Commission 
of North Carolina. The study will investigate employment trends in North Caro- 
lina to provide further data for financing compensation benefits and for admin- 
istering the North Carolina Reserve Fund. 

Robert W. Bradbury, recently promoted to professor of economics at the 
University of Florida, has accepted an appointment with the Department of 
State and will be located in Sao Paulo, Brazil as economic officer. 

Samuel J. Brandenburg, formerly head of the Department of Economics at 
Clark University, is a visiting professor of economics at Louisiana State Univer- 
sity for the second semester of the 1951-52 session. 

Robert C. Brooks has resigned as instructor in marketing at the Georgia 
Institute of Technology to enter private business. 

James M. Buchanan, formerly of the University of Tennessee, has been ap- 
pointed professor of economics at Florida State University. 

John R. Cable, chairman of the Department of Economics at Stetson Univer- 
sity, died suddenly on December 2, 1951. 

Lewis J. Carey has resigned from the School of Business pee Industry of Mis- 
sissippi State College to enter private business. 

Thomas H. Carroll, dean of the School of Business Administration of the 
University of North Carolina, has been elected a director of the Business Founda- 
tion of North Carolina. 

J. Carl Clamp, associate professor of economics at Florida State University, 
is on leave of absence until June 1, 1952 to serve as director of the case analysis 
division of the Dallas Regional Office of the Wage Stabilization Board. 

Carl R. Crites, assistant professor of economics and marketing at Mississippi 
Southern College, has resigned in order to take a position with the Carter Oil 
Company of Tulsa, Oklahoma. 

Arch R. Dooley, lecturer in business administration in the School of Business 
Administration at the University of North Carolina, was named acting assistant 
dean for the 1952 winter quarter. Mr. Dooley replaced assistant dean John T. 
O’Neil who was given leave to serve as research director for a North Carolina 
Business Executives’ Research Committee. 

Robert Yale Durand has resigned as assistant professor of economics at the 
University of North Carolina School of Business Administration to return to 
active duty as Captain with the United States Army. 
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Paul E. Fenlon has resigned as assistant professor of economics at Rollins 
College and is continuing his graduate work at the University of Florida. 

Tilford C. Gaines has resigned as instructor of economics at Florida State 
University to accept an appointment in the Research Department of the Federal 
Reserve Bank of New York. 

Albert Griffin, associate professor of business administration and secretary 
of the School of Business Administration, Emory University, is also serving for 
the remainder of the current academic year as acting dean of the Lower Division 
of the College of Arts and Sciences at Emory. 

Ernest C. Harvey, formerly assistant professor, Institute of Science and Tech- 
nology, University of Arkansas, has joined the staff of the Tennessee Valley 
Authority as industrial economist in the Division of Regional Studies. 

Clarence Heer, Kenan professor of economics at the School of Business Ad- 
ministration, University of North Carolina, presented a paper, ““A Proposed 
Constitutional Amendment to Limit Federal Income Taxes to 25 Percent,” at 
the annual meeting of the National Tax Association in Dallas, Texas on Novem- 
ber 27, 1951. 

Charles E. Ironside has been appointed visiting professor of economics and 
business adrvinistration at Rollins College. 

Sanders A. Kahn, formerly at the University of Florida, is now lecturer of 
real estate finance at City College, New York. 

Bernard Allen Kemp, formerly at Vanderbilt University, is now employed by 
the Federal Trade Commission as a business economist in the Bureau of Indus- 
trial Economics. 

John W. Kennedy, formerly assistant professor of economics at the University 
of Florida, has accepted an associate professorship in economics at the Alabama 
Polytechnic Institute effective the second semester of the current academic year. 

Richard L. Kozelka, dean of the School of Business Administration, University 
of Minnesota, visited the School of Business Administration, University of North 
Carolina, January 4 to 8 in connection with a pilot study of professional schools 
of business being sponsored by the American Association of Collegiate Schools 
of Business and Beta Gamma Sigma Fraternity. 

Clement 8. Logsdon has returned to his position as professor of marketing at 
the School of Business Administration of the University of North Carolina. Mr. 
Logsdon had been granted a leave of absence to engage in research for the Strate- 
gic Air Command of the Air Force. He has been appoint »d to a three-year term 
on the American Marketing Association’s census advisory committee. This com- 
mittee, at the request of the U. S. Bureau of the Census, was established to ad- 
vise the bureau on the adequacy and usefulness of the materials currently being 
gathered. 

Harlan L. McCracken, professor of economics and head of the Department of 
Economies at Louisians State University, is in the Canal Zone during the second 
semester of the 1951-52 session. He is offering economics courses to the Armed 
Forces as part of Louisiana State University’s program for the Carribean Area. 
Robert T. McMillan is currently on leave from the Department of Economics 
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and Business Administration and Sociology at Alabama Polytechnic Institute 
to serve as consultant under ECA in the Farm Rehabilitation Program in the 
Philippine Islands for the year 1951-52. 

Wendell P. Raine, for many years professor of business law at the Wharton 
School of the University of Pennsylvania, has been appointed to a similar post 
at the University of Miami. 

Merrill J. Roberts has been promoted to associate professor of economics at 
the University of Florida. 

Vernon W. Ruttan, formerly research associate, Department of Economics, 
University of Chicago, has jointed the staff of the Tennessee Valley Authority 
as industrial economist in the Division of Regional Studies. 

Wendell D. Schoch, associate professor of business education at the University 
of Miami, has been appointed chairman of the Department of Business Educa- 
tion. 

Karl A. Sepmeier has resigned as assistant professor of economics at Florida 
State University to accept a position as personnel officer with the Air Force at 
Eglin Field, Florida. 

Edward C. Simmons, professor of economics at Duke University, has been 
elected to the board of editors of publications of the Southern Economic Asso- 
ciation. 

John Slocum has been promoied to assistant professor of management at the 
University of Miami. 

J. Douglas Snider has resigned as assistant professor of economics and business 
administration at the University of Mississippi to accept a position in the Place- 
ment Office at Indiana University. 

Joseph J. Spengler of Duke University gave a special semixar in the Depart- 
ment of Sociology at the University of Chicago during the month of January. 

Carroll C. Stalnaker, associate professor of economics at Alabama Polytechnic 
Institute, spent five weeks during the fall of 1951 as the guest of the Home In- 
surance Company of New York. A major portion of his time was spent on a study 
of the operations of the company. 

H. Ellsworth Steele, who has been promoted to a research professorship in 
the Department of Economics and Business Administration at Alabama Poly- 
technic Institute, will attend the Annual Educators Conference on Industrial 
Relations conducted by the Goodyear Tire and Rubber Company, Akron, Ohio, 
in June 1952. 

Andre L. Van Assenderp has been transferred from the Department of Econom- 
ics to the Department of Political Science at Florida State University, where he 
is an associate professor. 

Bert L. Williams has resigned as associate professor of commerce at Centenary 
College in order to enter private business. 

Wilson E. Williams, formerly at the Agricultural and Technical College at 
Greensboro, N. C., was appointed associate professor of economics at Virginia 
State College in February 1951. 

Rex S. Winslow, professor of economics and director of the Bureau of Business 
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Services and Research, School of Business Amdinistration, University of North 
Carolina, served as program chairman at the meeting of the Association of 
University Bureaus of Business and Economic Research held in New Orleans, 
October 17 to 19, 1951. 

James. 8. Worley, a member of the Wofford College faculty, will teach econom- 
ics at Millsaps College during the summer session. 


V. O. Yowell has been appointed associate professor of commerce at Centenary 
College. 


* * * * * 

The following names have been added to the membership of the Southern 
Economic Association: 

Olin B. Adams, P. O. Box 1354, Emory University, Ga. 

Roscoe Arant, Georgia Institute of Technology, Atlanta, Ga. 

M. F. Barne, Howard College, Birmingham 1, Ala. 

Edwin C. Boynton, Louisiana State University, Baton Rouge, La. 

William Brewster, Jr., Stetson University, De Land, Fla. 

Edward G. Cornelius, Tennessee Polytechnic Institute, Cookeville, Tenn. 

Arthur L. Cunkle, University of Florida, Gainesville, Fla. 

Alan D. Dailey, Mississippi State College, State College, Miss. 

C. C. Dawson, 161 W. Grand Avenue, Jackson, Tenn. 

Frederick L. Deming, Federal Reserve Bank of St. Louis, St. Louis 2, Mo. 

Arch Richard Dooley, University of North Carolina, Chapel Hill, N. C. 

M. D. Dunlap, Atlanta Division, University of Georgia, Atlanta 3, Ga. 

E. W. Eckard, University of Arkansas, Fayetteville, Ark. 

Robert W. Elsasser, 627 California Company Building, New Orleans, La. 

Clinton 8. Ferguson, 505 MacKensie Drive, Lexington, Ky. 

John C. Fetzer, University of Miami, Coral Gables, Fla. 

A. C. Flora, Jr., University of South Carolina, Columbia, 8. C. 

John P. Gill, Atlanta Division, University of Georgia, Atlanta 3, Ga. 

Leland J. Gordon, Louisiana State University, Baton Rouge, La. 

George T. Gott, Southern Missionary College, Collegedale, Tenn. 

Percy L. Guyton, King College, Bristol, Tenn. 

A. L. V. Ingram, Vanderbilt University, Nashville, Tenn. 

J.S. W. Jarvinen, Emory University, Emory University, Ga. 

Harold L. Johnson, Atlanta Division, University of Georgia, Atlanta 3, Ga. 

B. W. Kelly, 206 N. W. 2nd Street, Gainesville, Fla. 

Bernard Allen Kemp, 2016 West End Avenue, Nashville, Tenn. 

W. R. Knight, Atlanta Division, University of Georgia, Atlanta 3, Ga. 

George E. Manners, Atlanta Division, University of Georgia, Atlanta 3, Ga. 

Joseph G. Mayton, Atlanta Division, University of Georgia, Atlanta 3, Ga. 

Gilbert M. Mellin, Tulane University, New Orleans, La. 

Russell J. Morrison, Vanderbilt University, Nashville, Tenn. 

James P. Payne, Jr., Louisiana State University, Baton Rouge, La. 

Henry C. Pepper, Atlanta Division, University of Georgia, Atlanta 3, Ga. 
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Olin 8. Pugh, Box 4228, Duke Station, Durham, N. C. 

Ross Robertson, University of Tennessee, Knoxville, Tenn. 

W. R. Spriegel, University of Texas, Austin, Tex. 

James H. Thompson, West Virginia University, Morgantown, W. Va. 

George Townsend, National Cotton Council of America, P. O. Box 18, Mem- 
phis, Tenn. 

Mahlon Lynn Townsend, University of Tennessee, Knoxville, Tenn. 

Robert E. Williams, State Teachers College, Jacksonville, Ala. 

George W. Woodward, University of North Carolina, Chapel Hill, N. C. 

James S. Worley, Wofford College, Spartanburg, S. C. 
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Work Experience in the Teaching of Retailing. Edited by Henry G. Baker. Athens, 
Ga.: College of Business Administration, University of Georgia, 1951. Pp. 48. 

The Role of Economic Theory in the Teaching of Marketing. Edited by Henry G. 
Baker. Athens, Ga.: College of Business Administration, University of Georgia, 
1951. Pp. 56. 

Compensating the Corporate Executive. By George Thomas Washington and V. 
Henry Rothschild, 2nd. Rev. ed. New York: Ronald Press Co., 1951. Pp. xiv, 
586. $12.00. 

The Economic Development of Guatemala. Washington, D. C.: International 
Bank for Reconstruction and Development, 1951. Pp. xviii, 305. $5.00. 

Displaced Persons in Louisiana and Mississippi. By Rudolf Heberle and Dudley 
8. Hall. Baton Rouge, La.: Displaced Persons Commission, 1951. Fp. 93. 

A Problem Manual in Economic Theory. By John W. Kennedy and others. 2nd 
ed. Dubuque, Ia.: Wm. C. Brown Co., 1951. Pp. iii, 129. Paper, $1.50. 

Rural Family Living Charts. By Bureau of Human Nutrition and Home Econom- 
ics, United States Department of Agriculture. Washington: U. S. Govern- 
ment Printing Office, 1951. Pp. iv, 76. 

The Soviet Economy During the Plan Era. By Naum Jasny. Stanford, Calif. 
Stanford University Press, 1951. Pp. xi, 116. Paper, $2.00. 

The United States in International Banking. By Siegfried Stern. New York: 
Columbia University Press, 1951. Pp. xiii, 447. $5.25. 

Price Policies in the Cigarette Industry. By William H. Nicholls. Nashville, Tenn.: 
Vanderbilt University Press, 1951. Pp. xix, 444. $6.00. 

Wartime Manpower Mobilization: A Study of World War II Experience in the 
Buffalo-Niagara Area. By Leonard P. Adams. Ithaca, N. Y.: Cornell Univer- 
sity, 1951. Pp. xi, 169. Paper, $1.00. 

The Fundamentals of Top Management. By Ralph Currier Davis. New York: 
Harper & Bros., 1951. Pp. xx, 825. $6.00. 

Federal Control of Eniry into Air Transportation. By Lucile Sheppard Keyes. 
Cambridge: Harvard University Press, 1951. Pp. 405. $6.00. 

Economic Survey of Denmark: Extract of Economic Report, 1951. Washington: 
Danish Embassy, 1951. Pp. 40. 

A Dollar Index of Soviet Machinery Output, 1927-28 to 1937. (U. S. Air Force 
Project RAND.) By Alexander Gerschenkron. Santa Monica, Calif.: The 
RAND Corp., 1951. Pp. v, 357. 

Elements of Social Organization. By Raymond Firth. New York; Philosophical 
Library, 1951. Pp. vii, 257. $5.75. 

The Economic Prosperity of the United Provinces: A Study in the Provincial In- 
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come, its Distribution and Working Conditions, 1921-39. By Shri Gopal Tiwari. 
Bombay, India: Asia Publishing House, 1951. Pp. xii, 367, xxi. Rs 16. 

Ex-Italian Somaliland. By E. Sylvia Pankhurst. New York: Philosophical Li- 
brary, 1951. Pp. 460. $7.50. 

Report on Cuba. Washington: International Bank for Reconstruction and De- — 
velopment, 1951. Pp. xxiv, 1049. $7.50. 

The Economics of the International Patent System. By Edith Tilton Penrose. ior 
Baltimore: The Johns Hopkins Press, 1951. Pp. xv, 247. $4.00. 

The Theory of Inter-Sectoral Money Flows and Income Information. By John - 
Somerset Chipman. Baltimore: The Johns Hopkins Press, 1951. Pp. 154, xv. ~~ 
Paper, $2.00. ~ 

The Price of Price Controls: A Report of the Committee on Economic Policy. Wash- 
ington: Chamber of Commerce of the United States, 1951. Pp. 53. Paper, 50¢. 

The Settlement of Labor-Management Disputes. By Edgar L. Warren. Rio Piedras, 

P. R.: University of Puerto Rico Press, 1951. Pp. 75. 

Manpower Needs and The Labor Supply. By Clarence D. Long. New York: 
American Enterprise Association, 1951. Pp. vii, 34. Paper, 50¢. 

Corporate Income Retention, 1915-43. By Sergei P. Dobrovolsky. New York: 
National Bureau of Economic Research, 1951. Pp. xviii, 122. $2.50. 

Wages Are Going Lower! By William J. Baxter. New York: International Eco- 
nomic Research Bureau, 1951. Pp. 86. Paper, $1.00. 

The Anatomy of Communism. By Andrew MacKay Scott. New York: Philosoph- 
ical Library, 1951. Pp. xiii, 197. $3.00. 

Human Relations in Administration: The Sociology of Organization. By Robert 
Dubin. New York: Prentice-Hall, 1951. Pp. xvii, 573. $5.50. 

Security Analysis: Principles and Technique. By Benjamin Graham and David - 

L. Dodd. 3rd. ed. New York: McGraw-Hili Book Co., 1951. Pp. xiii, 770. $8.00. 

First Annual University of Denver Tax Institute. Denver, Colo.: The University 
of Denver Press, 1951. Pp. 113. 

The Soviet Price System. By Naum Jasny. Stanford, Calif.: Stanford University 
Press, 1951. Pp. ix, 179. Paper, $2.00. 

How Much Can Our Economy Stand? Washington: Chamber of Commerce of the 
U.S., 1951. Pp. 34. Paper, 50¢. 

Price Fixing for Foodstuffs. By Earl L. Butz. New York: American Enterprise 
Association, 1951. Pp. 27. Paper, 50¢. 

International Economics. By Jacob Viner. Glencoe, Ill.: The Free Press, 1951. 
Pp. 381. $5.00. 

The Soviet Financial System: Iis Development and Relations with the Western 
World. By Mikhail V. Condoide. Columbus, Ohio: Bureau of Business Re- 
search, Ohio State University, 1951. Pp. xiii, 230. $4.00. 

Measures of Business Change: A Baker Library Index. By Arthur H. Cole. Home- 
wood, Ill.: Rachard D. Irwin, 1952. Pp. xii, 444. $7.50. 

Levee Districts and Levee Building in Mississippi: A Study of State and Local 
Efforts to Control Mississippi River Floods. By Robert W. Harrison. Stoneville, 
Miss.: Delta Branch Experiment Station, 1951. Pp. ix, 254. Paper, $2.00. 
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Industrial Productivity. Madison, Wis.: Industrial Relations Research Associa- 
tion, 1951. Pp. vii, 224. Paper, $3.00. 

The Danish System of Labor Relations: A Study in Industrial Peace. By Walter 
Galenson. Cambridge: Harvard University Press, 1952. Pp. xii, 321. $4.50. 
History and Policies of the Home Owners’ Loan Corporation. By C. Lowell Harriss. 

New York: National Bureau of Economic Research, 1951. Pp. xix, 204. $3.00. 

The Art of Administration. By Ordway Tead. New York: McGraw-Hill Book 
Co., 1951. Pp. xvi, 223. $3.75. | 

Labor-Management Relations on the Mississippi Waterway System. By John G. 
Turnbull. Minneapolis, Minn.: Industrial Relations Center, University of 
Minnesota Press, 1951. Pp. iv, 53. Paper, $1.00. 

The Spokane Wholesale Market. By Rayburn D. Tousley and Robert F. Lanzil- 
lotti. Pullman, Wash.: The State College of Washington Press, 1951. Pp. ix, 
201. $3.50 

United States Economic Policy and International Relations. By Raymond F. 
Mikesell. New York: McGraw-Hill Book Co., 1952. Pp. xii, 341. $4.75. 

American Capitalism: The Concept of Countervailing Power. By John Kenneth 
Galbraith. Boston: Houghton Mifflin, 1952. Pp. xi, 217. $3.00. 

Essays in Provocation: Letters, Essays and Addresses. By Glenn E. Hoover. New 
York: Philosophical Library, 1951. Pp. xvi, 226. $3.00. 

The American Economy: 1860-1940. By A. J. Youngson Brown. New York: 
Library Publishers, 1951. Pp. 208. $4.75. 

The Stock Market. By Charles Amos Dice and Wilford John Eiteman. 3rd ed. 
New York: McGraw-Hill Book Co., 1952. Pp. xii, 460. $6.00. 

Factors Affecting the Demand for Consumer Instalment Sales Credit. By Avram 
Kisselgoff. New York: National Bureau of Economic Research, 1952. Pp. ix, 
70. Paper, $1.50. 

Operating Results of Department and Specialty Store Branches: A Survey as of 
1950. By Milton P. Brown. Boston: Harvard University Graduate School of 
Business Administration, 1952. Pp. 170. Paper, $2.50. 

Capital Budgeting: Top Management Policy on Plant, Equipment, and Product 
Development. By Joel Dean. New York: Columbia University Press, 1951. Pp. 
x, 174. $5.00. 

Business and Economic Research: Selected Federal Agency Programs of Interest to 
Colleges and Universities. Atlanta, Ga.: Southern Regional Education Board, 
1951. Pp. 51. Paper, 50¢. 

La Evolucion de los Precios Pecuarios Argentinos en el Periodo 1830-1850. By 
Julio Broide. Buenos Aires: University of Buenos Aires, 1951. Pp. 75. 


Two New Irwin Books 


PRINCIPLES OF INSURANCE 


By Robert I. Mehr and Emerson Cammack, both of the University of 
IMinois 


Written for the general survey course in insurance, this new text is designed to serve as a basis 
for the education of the insurance buyer and also to serve the needs of a first course for the 
student preparing for the insurance profession. 

The organization and emphasis of the book are unique in the field of insurance education. It 
does not follow the usual pattern of covering each branch of insurance and each contract inde- 
pendently and completely before going on to the next. Instead, it seeks to develop principles 
which can be used by the buyer in understanding any insurunce contract he picks up or any 
insurance practice he comes in contact with. Although the book has its share of factual details, 
the authors’ chief aim is to present principles and practices. 

Students as well as instructors will appreciate the clear and interesting style of writing. As an 


aid to discussion, questions of the thought-provoking type are included for each chapter. Be 
sure to consider this book for your insurance courses. 


MANAGEMENT TRAINING 


Cases and Principles 
By William J. McLarney, University of Maryland 


Here is a comprehensive text and casebook for college courses, extension courses, and for con- 
ference-discussion training groups within industry. It deals with the problems of the first-line 
supervisor and the middle-management man. It presents time-tested and proven principles of 
management at the first and second line and covers these four important supervisory problems: 
how the supervisor should handle the problems and principles involved in the organization of 
management; how the supervisor should manage his job and increase the efficiency of his unit; 


how the supervisor should select and develop his work force; and how the supervisor should 
handle his workers. 


Two hundred and sixty-seven cases, gathered from industry and government, permit the 
student to apply the principles of supervision to real situations. This book should be considered 
for such courses as Management Training, Supervisory Management, Employee-Employer 
Relations, and Foremanship. Available to users of the text is a Conference Leader’s Guide 


which suggests how the book might be handled in conferences and includes questions for each 
of the chapters in the book. 


Examination copies sent on request 


RICHARD D. IRWIN, INC. HOMEWOOD, ILLINOIS 


When you write to our advertisers, please mention The Southern Economic Journal 
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TEXTS 


RUSSIA’S SOVIET ECONOMY 


By HARRY SCHWARTZ, N.Y. Times Specialist on Soviet Affairs; also at 
Syracuse University. 


Presents an absolutely objective evaluation of the strength and effective- 
ness of the Soviet economy—its origins, organization, and operation. 


Surveys Soviet natural resources, Marxist-Leninist-Stalinist ideology, and 
pre-Soviet Russian economic history. 


Examines in detail the operation and organization of each major area of 


the Soviet economy: industry, agriculture, transportation, trade, finance, 
labor, foreign economic relations, etc. 


Profusely illustrated with charts, graphs, maps. bs 
592 pages =o" Published 1950 


ECONOMICS: BASIC PROBLEMS 
AND ANALYSIS 


By CLIFFORD L. JAMES in collaburation with JAMES D. CALDER- 
WOOD, and FRANCES W. QUANTIUS, all at the Ohio State University. 


@ Within a brief but complete compass, this text covers economic principles 


and analysis applied to current problems and suggestions for economic 
policy. 


Emphasis is on methods of analysis, functioning of markets, changing levels 
of income and employment, and the role of government and economic 
policy. 


@ The text is a non-mathematical treatment particularly planned to simplify 


analysis for beginning students. 
611 pages 6" x9" Published 1951 


Send for Your Copies Today! 


PRENTICE-HALL, INC. 


70 FIFTH AVE. NEW YORK 11, N. Y. 


When you write to our advertisers, please tion The Southern Economic Journal 
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McGraw-Hill Books 


TRANSPORTATION. New 2nd Edition 


By Truman C. BicHAM and MERRILL J. RoBerts, University of Florida. Ready in A pril 
A functional approach with emphasis on the common principles which apply to all agencies, this text is primarily 
concerned with the fundamental economic principles which govern the industry itself and the relationships be- 
tween the transportation function and the entire economy. All types of transportation are covered. The text 
provides a basis for the appraisal of existing and future public policies regarding transportation. 


THE ECONOMIC DEVELOPMENT OF THE UNITED STATES 

By J. R. Crar, University of Louisville. Ready in August 
A text for one-semester college courses in economic history of the U. S. The topical approach is used for the period 
to 1860, the chronological approach is followed thereafter. The student is introduced to the subject through a con- 
sideration of the characteristics of the American economic system, its advantages, shortcomings, and peculiarities. 


Subsequent chapters trace the rise of American economic life from the period of discovery and exploration to the 
Korean War and remobilization. 


ECONOMICS QF BUSINESS ENTERPRISE 


By L. A. Doyte, University of California. Ready in A pril 
An advanced text which carefully relates economic theory and business practice, this book first develops theory 
in terms of ideal conditions for rational price and output decisions. Then, the author shows the more important 


modifications of the “ideals” necessary because of the limitations imposed by incomplete data available in most 
enterprises. 


UNITED STATES ECONOMIC POLICY AND 
INTERNATIONAL RELATIONS 


By RayMonp F. MIKkEsELL, University of Virginia. E ics Handbook Series. 341 pages, $4.75 
Covers both the domestic economic interests and the political and security motives behind the major develop- 
ments of U.S. international economic policies since World War I. Deals in great part with the modifications of 
U.S. policies necessitated by two post-war developments: 1) the unexpected severity of world-wide economic dis- 
location and maladjustment, 2) the political development of the cold war with the U.S.S.R. 


READINGS IN ECONOMICS 


By Paut A. SamvuELson, R. L. BisHop, and J. R. CoLeman, Massachusetts Institute of Technology. In press 
A collection of readings designed to supplement any standard textbook in elementary economics. The aim of the 
text is to give a student well-argued and well-written material that: gives him first-hand acquaintance with the 
mainstreams of economic thinking in recent years; introduces him to many of the key figures of the economic pro- 
fession; and presents him with such “pro” and “con” arguments as he may need to make intelligent judgements 
on such key economic problems as industrial organization, control of inflation, etc. 


Send for copies on approval 


McGRAW-HILL BOOK COMPANY, Inc. 


330 West 42nd Street New York 18, N. Y. 
When you write to our advertisers, please mention The Southern Economic Journal 
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A CHECK LIST OF 
BLAKISTON TEXTS IN 


ECONOMICS 


NOW HANDLED BY IRWIN 


INTRODUCTION TO ECONOMICS 


By Henry W. Sprecen 605 pages, Price $5.00 
ECONOMICS OF LABOR AND INDUSTRIAL RELATIONS 

By Gorpon F. Bioom anp Hersert R. Nortarup 749 pages, Price $5.00 
MONETARY THEORY 

By Grorcr N. Haim 491 pages, Price $3.50 
PUBLIC FINANCE AND NATIONAL INCOME 

By Haroitp M. Somers 540 pages, Price $5.00 
CURRENT ECONOMIC PROBLEMS 

By Henry W. Sprece. 726 pages, Price $5.00 
ECONOMETRICS 

By Jan TINBERGEN 250 pages, Price $4.50 
ECONOMIC SURVEY 1919-1939 

By W. Artxur Lewis 221 pages, Price $3.00 
THE BRAZILIAN ECONOMY 

By Henry W. Sprecen 246 pages, Price $4.50 
THE SHIFTING AND INCIDENCE OF TAXATION 

By Orro von Merine 262 pages, Price $3.25 


INTERNATIONAL TRADE AND THE NATIONAL INCOME 
MULTIPLIER 


By Fairz 287 pages, Price $3.50 
THE BASING-POINT SYSTEM 
By Macuiup 275 pages, Price $5.00 


READINGS ON AGRICULTURAL POLICY 
Sponsored by The American Farm Economic Association 
and edited by O. B. Jzsnzss 470 pages, Price $4.75 


Send orders and requests for examination copies to 


RICHARD D. IRWIN, INC. 


1818 RIDGE ROAD HOMEWOOD, ILLINOIS 


When you write to our advertisers, please mention The Southern Economic Journal 


BOOKS YOU WILL 
WANT CONSIDER... 


ECONOMICS: PRINCIPLES AND APPLICATIONS 
By Dr. J. H. Dodd and Dr. C. W. Hasek 


Economics: PRINCIPLES AND APPLICATIONS does not plead for any special pet theories of eco- 
nomics. However, it does give the student a firm foothold on his thinking about the American eco- 
nomic system as compared with some of the “isms” of the world. The authors make a very clear 


presentation of the applications and the principles of economics to business, personal, and social 
problems. 


PUBLIC FINANCE 
By Orval Bennett and Isaac Lippincott 


In Pustic Frnance by Bennett and Lippincott we present a fresh, teachable, and authoritative 
treatise on public finance that gives well-balanced attention to the economic aspects as well as 
to the strictly financial aspects. Out of the rich background of experience of these two authors has 
come this book which has been carefully developed over a period of years and tested, over and 
over, in the classroom and in seminar groups. 


GOVERNMENT REGULATION OF BUSINESS 
By Ronald A. Anderson 


Above all else that may be said about GovERNMENT REGULATION OF BUSINESS, it is truly a text- 
book written for college students in a language that is simple and void of bewildering technical 
terms. It is written in a vibrant, direct style that carries keen interest at a high pitch. Its true test 
as a textbook is in its fascinating appeal and its readability. It is exceptionally well organized; it 
moves swiftly and clearly to the point. 


LABOR LAW AND LEGISLATION 

By Stephen J. Mueller 

Here in one volume is a modern treatise on law and legislation as it relates to labor and manage- 
ment. It is unbiased and strictly objective—neither prolabor nor promanagement. It provides an 
excellent combination of text material with adjudicated cases and additional source material. The 
early chapters include a study of the sources of labor law and early doctrines. In this fine modern 
volume is brought together materials not available in any other single source. 


SOUTH-WESTERN PUBLISHING CO. 
(Specialists in Business and Economic Education) 


Cincinnati 2 Chicago 5 Dallas 1 
New Rochelle, N.Y. San Francisco 3 


When you write to our advertisers, please mention The Southern Economic Journal 
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Important Holt Texts 


Economics of American Manufacturing 
EDWARD L. ALLEN, American University 


This authoritative and up-to-date book provides a consistent and logical analysis of 19 
outstanding industries. Ready late April, About 500 pages, Probably $4.25 


Price Theory 

JOE S. BAIN, University of California, Berkeley 
A thorough revision and expansion of the first part of the author’s Pricing, Distribution, and 
Employment, adapted to courses in price theory. Ready in May, About 475 pages, Probably 
$3.75 

A Graphic Approach to Economics 

K. WILLIAM KAPP, Brooklyn College, and LORE L. KAPP 


A valuable collection of graphs, charts, diagrams, and maps illustrating the principles and 
problems treated in the basic course in economics. 7957, 174 pages, Paper-bound $1.90 


Economic Mobilization and Stabilization 
LESTER V. CHANDLER and DONALD H. WALLACE, Princeton University 


A collection of important writings on the political economy of war and defense, with em- 
phasis on the problems of stabilization. 7957, 610 pages, $4.50 


Contemporary Economic Systems Revised Edition 
EARL R. SIKES, Dartmouth College 


A thorough revision which brings the description and analysis’ of the leading economic 
systems up to date. 7957, 756 pages, $5.00 


The Economics of Heinrich Pesch 

RICHARD E. MULCAHY, S. J., University of San Francisco 
This important book is the first to appear in this country on the economic theory and social 
philosophy of Heinrich Pesch. Ready in April, About 200 pages, Probably $3.50 

The Rise of Modern Communism 

MASSIMO SALVADORI, Smith College, Bennington College 


A concise and compact account of the history of the communist movement in the 20th 
century. 1952, 118 pages, college edition paper-bound $1.25 


HENRY HOLT AND COMPANY 383 Madison Avenue, New York 17 


When you write to our advertisers, please mention The Southern Economic Journal 
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Combined Approaches 


ECONOMICS 


An Introductory Analysis of 
the Level, Composition, and 
Distribution of Economic Income 


by 
B. W. KNIGHT and L. G. HINES 


of DARTMOUTH COLLEGE 


For teachers who want an introductory text that combines all the 
significant approaches to economics according to their pertinence, that is 
clear and interesting to read, and is adroitly organized with a true teacher’s 
understanding of the difficulties encountered by students in elementary 
economics, this book will prove eminently satisfactory. 
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Ready in May + Examination copies on request. 


ALFRED A. KNOPF, Inc., 501 Madison Avenue, New York 22 


When you write to our advertisers, please tion The Southern Economic Journal 
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recently revised... 


PRINCIPLES OF ECONOMICS 


By RALPH H. BLODGETT, Univ. of Florida. This third 
edition provides much additional material: almost twice 
as many charts and diagrams; a section on price discrimi- 
nation of various types; a section on the Keynesian theory 
of interest; new material on the United Nations, the Inter- 
national Trade Organization and the International Mone- 

. tary Fund; and a long chapter on Labor Organizations. 
698 pp. $5.25 


MONEY AND BANKING 


By RAYMOND P. KENT, Univ. of Notre Dame. A revi- 
sion that covers recent developments in theory, in opera- 
tion, and in legislation. Largely rewritten are those chapters 
on bank notes; bank loans, discounts and investments; 
monetary theory; the scope of monetary and fiscal policy; 
and exchange control and international monetary recon- 
struction. Maintains a reasonable balance between theory 
and description. 784 pp. $5.00 


just published 


WAR 

AND DEFENSE 
ECONOMICS 

By JULES BACKMAN in 


available 
fall... 


ECONOMIC 
SYSTEMS 

IN ACTION: 

US, USSR, & UK 


By ALFRED R. OXEN- 
FELDT, City College of New 
York. A very up-to-date and 
complete book describing the 
workings of three present-day 
economic systems. The ar- 
rangements and functioning of 
these three economies are dis- 
cussed in terms of the manner 
in which th y deal with funda- 
mental evonomic problems, 
e.g.: method of determining 
goods to be produced; efficiency 


of production: directing people into their own most 
productive occupation; method of income distribu- 
tion; frequency of new methods of production and 
new products. To be used as supplementary reading 
for the course in Economic Problems or Principles 
of Economics. Prob. 212 pp. $2.00 


collaboration with SOLOMON 


all-out war. 480 pp. $4.50 


FABRICANT, MARTIN R. GAINSBRUGH, EMANUEL STEIN, anp ANTONIN BASCH. 
A complete analysis of an economy geared to war or defense production. It provides an inte- 
grated and comprehensive examination of the problems, and an evaluation of various proposed 
solutions. It covers today’s moderate armament economy program as well as the program in 


THE ECONOMICS OF ARMAMENT INFLATION 


By JULES BACKMAN. A useful little book that concerns itself with the nature and signifi- 
cance of armament inflation and the measures which may be adopted to curb or control it. 
It is composed of six chapters of the above book plus a chapter on Wage Stabilization and the 
complete Defense Production Act with Amendments, 1951. 234 pp. $1.75 


RINEHART & CO. 


232 madison ave. n. y. 16 


When you write to our advertisers, please mention The Southern Economic Journal 


HARPER Spring 


SURVEY OF ACCOUNTING 


By Leonard W’. Ascher, San Francisco State College 


This thorough and careful text presents both elements of bookkeeping and fundamentals of 
accounting. After the conventional presentation of the mechanics of eeping, more 
emphasis is placed on interpretative aspects of accounting. Valuable new materials are intro- 
duced, and accounting theory is discussed for those who want it. An unusually large number 
of questions and problems. 


717 pages Text $5.00 Solution Forms $2.50 


BUSINESS FLUCTUATIONS 


By Robert A. Gordon, University of Catifornia 


A detailed and comprehensive treatment of business cycles for both economics and business 
administration students, providing an unusual blend of theoretical and empirical approaches. 
Covers modern theory of income determination, nature and causes of business cycles, and 
forecasting and control of such fluctuations. 


603 pages $5.00 


BUSINESS LAW 


By Clifford M. Hicks, University of Nebraska 


An exceptionally teachable modern text, with notable advances in presentation: all cases 
given in uniform style, setting forth facts, judgment, rule, decision, and all extraneous material 
on pleading, etc., carefully edited out; essential principles, stated in direct quotations from 
cases, woven into the discussion; all problems actual cases. Instructor’s answer book and 
Objective Tests available. 

1155 pages $6.00 


COMPARATIVE ECONOMIC SYSTEMS 
Fourth Edition 
By William N. Loucks and J. Weldon Hoot 
_ A thorough revision of the leading text in the field, with much new material—e.g., the “pric- 


ing problem” in a socialist economy, discussions of the economies of Spain, Argen and 
Israel, and much important new material on the British economy. Other topics porn 
revised and all material brought up to date. 


899 pages $6.00 


— 


And a Leader Every Year 


ECONOMICS 
Revised Edition 
By John Ise 
This distinguished work has become a classic in the field of beginning economics texts—one 


of the most interesting and stimulating presentations of economic ee ever prepared 
for college students. Few texts in any field have ever aroused such enthusiasm from both 


teachers and students. 
HARPER & BROTHERS PUBLISHERS 
49 East 33d Street New York 16, New York 


When you write to our advertisers, please mention The Southern Economic Journal 


Important New Revisions 


MODERN CORPORATION FINANCE 


THIRD EDITION 


By William H. Husband, Federal Savings and Loan Insurance Corporation, and James 
C. Dockeray, Professorial Lecturer, The George Washington University 


READY APRIL 1 


This new Third Edition, completely rewritten and reset, incorporates all the recent 
changes in the field. It will fit the needs of courses in Corporation Finance even better 


than did the previous edition, which was adopted by more than 150 colleges and uni- 
versities. 


Examples and illustrative material have been used throughout the new edition in order 
to make the book more understandable and to present a more realistic picture of corpora- 
tion finance. Capitalization and Recapitalization are given full treatment, and the sections 
on Corporate Securities and Distribution of Securities have been broadened and revised 
in the light of the many changes which have taken place in recent years. 


While the private-enterprise approach is emphasized throughout the book, the authors 
also take a realistic view of the questions of public policy and government regulation. 


MARKETING: Principles and Methods 
REVISED EDITION 
By Charles F. Phillips, Bates College, and Delbert J. Duncan, University of California 


READY APRIL 15 


This new edition represents a thorough revision of the widely used marketing book by 
Phillips and Duncan. The text has been completely rewritten and reorganized in the 
light of the experience of classroom users. The discussion has been brought entirely up to 
date and now incorporates the most recent material, including pertinent data from the 
latest census. 


The chapters on pricing have been expanded and rewritten and the fundamental principles 
of pricing have been applied to actual marketing situations. The section on retailing 
carefully differentiates between the problems of small-scale and large-scale business. 
Throughout the revision more emphasis has been placed on marketing functions and 
marketing costs. 


The consumer approach, which made this text so popular in its first edition, is retained in 
this new edition. 
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